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Marine Insurance Market in India : an overview 


The marine cargo premium is around US$ 275 million as of date 

The Rl capacity for cargo insurance is approximately US$ 100 million per bottom 

This capacity is derived from : National Re (GIC) which provides US$ 60 million capacity. 

PSU Insurer (New India, United India, Oriental and National) : Totaling US$32 million. 

Other private insurers in India: totalling US$ 10 million 

The Indian market has a large Rl capacity. Only very large Oil and Gas shipments. Projects Cargoes 
with high DSU limits, Marine Liabilities and Rejection requires require FAC support outside Indian 
market capacity 

Stock throughput and Annual Sales Turnover policies are very popular 

Size of the Marine market: Last 5 years business 

Marine cargo business in US D million 

275 



In 2009-10, cargo premium is estimated to be around US$ 275 million-after years of stagnation till 
2005-06, it is now growing between 10 to 12% 

Positive Environment for Marine Insurance in India: 

India does not have Restrictive Legislation -CIF imports and FOB (or similar) exports too are permitted. 

However purely domestic transits within India have to be insured within India. 

Fronting is prohibited when local capacity is available. However in the case of Marine/Freight Liability 
insurance (MTO, NVOCC, Port /Terminal Operator's Liability etc), the Exchange Control Authority have 














given special permission to operators in India to insure in overseas countries-TIMS and TT Clubs, for 
example, dominate this space. 

E Marine: quite common now and some very good systems are now available in India. 

Marine cargo is sold direct, through Agency network and via Brokers. Robust legal framework-MIA 1963 
replicating MIA of UK, Carriers Act, FEMA rules, COGSA (Hague Rules) 

Insurance Act 1938 provides for "cash before cover" (Section 64VB-A savior for Indian insurers!!) 

Strong Regulatory framework through Insurance Regulatory Development Authority(IRDA) 

Impact of removal of Cargo Tariff 

Marine cargo insurance was governed by tariff till the year 1994. Cargo was the first class of business to 
be freed from tariffs. 

□ Since only cargo tariff was removed and not tariffs for Property and Engineering classes, marine 
cargo became an entry strategy for the more lucrative tariff classes of business! 

□ Marine Cargo became a loss leader 

□ This led to the (in)famous Cross Subsidisation of property by health and cargo (both non-tariff) 

□ Specialisation in marine insurance took a backseat 

□ A majority of marine cargo business being in the lower sum insureds bands, this meant not 
enough injunction of premium into Surplus Treaties and marine affecting the net retentions of 
insurers. 

□ Led to "account or portfolio" underwriting rather than each class standing on its own! 

Despite all this, overall loss ratio of Marine Cargo was, barring a few private companies, hovering 
around 70 to 80% NiC/NEP. 

Indian tariff rates were probably 30% more than International rates-leading therefore drastic 
reduction in cargo rates to secure business. 

Global Reinsurers found their Marine Surplus Treaty providing high capacity but without much 
premium being injected. 

An interesting observation is made through the following chart,where private sector companies in order 
to get more lucrative property business offered so low rates in marine that their loss ratio is consistently 
higher than stateowned companies.However to match the completion staete owned companies' loss 
also increased.Now with all business being detariffed Marine business is expected to rise to sustain 
itself. 
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Recent Trends 


In the year 2007,all lines of business have been freed of tariffs. Logically this should have led to the 
growth of marine cargo business as a profit centre but subsequent events have proven otherwise! 
Portfolio approach still continues. However some positive trends have emerged: 

□ Rate for SME classes of business has hardened. Companies with a good agency channel are able 
to garner SME business and balance their portfolio 

□ Deductibles now find an acceptance 

□ Rates are going up for corporates whose overall results are adverse 

□ Global Reinsurers find that sufficient premium is not being injected into Surplus Treaties-they 
want a quota share element to be introduced. Going forward insurers may do away with Surplus 
Treaties and go in for XOL covers only for cargo. 

□ Prospect for Marine Cargo Insurance 

□ Despite world wide recession Indian Economy has shown robust growth @ 7-8% 

□ The Government is planning a spend of US$ 500 billion during the current 5-year plan on 
infrastructure like road, rail, ports, power etc. 

□ Container traffic is increasing by 15% annually 

Major imports such as Crude Oil, Electronic Items are rapidly increasing-currently imports of these 
items total US$ 76 billion 











India is well served with 12 major ports and 187 minor ports. 


0 Since late 1990's Government has encouraged Private participation in port operation. Many Port 
Operators like PSA, Dubai Port World, Maersk have set up Ports in India with local collaboration. 

0 These ports are state of the Art with Modern handling equipments. 

0 Together Major Govt, and Private Ports have adopted loss minimization techniques which is of 
great help to Marine Insurers in controlling losses. 

Stringent criteria for choice of vessels. 

Government of India had created, Stanchart, a nodal agency for chartering of vessels. This has 
served Industry well as reflected in loss ratio. Government has since liberalized chartering of vessels 
to individual companies, though the criteria continues to be adhered. 

Allied with this good chartering policy is the effective loading/unloading supervision at port 

India is witnessing spurt in infrastructure project especially in Power Sector. Whilst there are 
indigenous power equipment producers like BHEL, however majority of equipment vendors are 
located overseas especially China. 

The high limit per bottom plus Coverage for "Delay in Start Up" which inevitably all project take 
due mainly to bank stipulation leads to requirement for Fac Reinsurance. 

This segment of Marine Insurance is profitable. There has however been one major loss to 
Power Equipment Consignment whilst in Inland Transit where Bridge gave way. The damage to 
the equipment (turbine) is estimated at USD 18 Million. 

Following this, Insurers have started to impose compulsory route surveys for all inland transit 
movement of Turbine. 

There are five major Oil Refining Companies which buy high limits of cover per voyage. These 
companies import crude from various Oil Producing Countries. The feature of these accounts is 
the Excellent Claims record. Barring a GA Claim, no losses over last 10 years. 

□ This has translated into good rates quoted by Reinsurers 

□ India represents the 3 rd largest country in terms of road network 

□ With increase in marine rate and deductible, cargo insurance has a good prospect in India. 

□ Recently a Project Cargo was reinsured into overseas market with a DSU sum insured of US$ 
350 million 


□ India has more than 240 brokers including MNC brokers (Willis, Aon, Marsh and Howden) who 
have a pan-India licence 



Challenges 

□ The marine market can grow profitably only when it is developed as an independent class of 
business and not part of 'Account Underwriting' 

□ Reinsurers may not provide Surplus Treaty and may replace it with XOL Reinsurance-for this 
underwriting standards have to improve dramatically 

□ Adoption of New ICC A clauses 2009 and similar changes proposed for inland transit clauses. 

□ Disciplining the market-lead should be taken by PSU Insurers 

□ A National Marine Association of Underwriters-need of the hour? 

□ Underwriting expertise esp in DSU, Marine Liabilities-need to develop specialists 

□ Need for large players such as New India to develop in-house Marine Loss Prevention surveyors. 

□ Portfolio Management, portfolio control mechanisms and Robust MIS systems -needs 
improvement 

□ OEM dictating stiff terms for repairs-Higher cost of repairs by original manufactuer to maintain 
their warranty has always been a thorny issue! 

□ Overseas Reinsurers have an opportunity to offer specialist/niche covers in DSU, Port/Terminal 
Liability, Marine/Freight Liability Covers, Rejection Risks etc. 
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among which he was dispatched to take market research in London from 2008 to 
2009. 

E-mail: fairicc@fairicc.com.cn 
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PREFACE 


Ladies and Gentlemen, I am very glad to be here and deliver my speech, and I 
hope we can get closer through this Seminar. 

2009 is the 60th anniversary of China-DPRK diplomatic relations, but also 
"China-DPRK friendship year", the annual events involving more than 30 
Chinese relevant units, covering political, economic and cultural fields, 
reflecting China Communist Party and Korea Labor Party, and the two 
governments attach importance to China-DPRK bilateral relations, and also 
reflecting two countries continue to promote the friendship in the future. In this 
beautiful spring, as a member of China insurance industry, with long good 
cooperation with our Korean partners, I am very glad to come to amazing 
Pyongyang again, and I would like to take this opportunity to express my 
sincere thanks to Korea National Insurance Corporation’s earnest invitation 
and gracious hospitality. Please allow me to extend all my best wishes for the 
friendship of China and Korea. I wish all people perfect health and lasting 
prosperity. I wish this Seminar a complete success! My following speech 
topic is: 


Marine cargo claims in China 

1. History and nowadays 

In 1805, the British set up an insurance Co Ltd in Guangzhou,China, operating 
sea transport insurance. 1865, first Chinese insurance Co Ltd named”YIHE” 
was set up in Shanghai. On October 20 th 1949 in Beijing, new China set up her 
first state-owned insurance company-PICC “People's Insurance Company of 
China”. In January 1952, foreign insurance companies completely retreated 
out from China mainland insurance market. After that, PICC had been the sole 
monopoly in China market. Meanwhile, the Ming An Insurance and Tai Ping 
Insurance operates as PICC overseas subsidiaries. In 1979, China 
government decided to restore the domestic insurance business. In June 1992, 
the second national insurance, the Ping An Insurance began its national-wide 
insurance business. In October of the same year, the American International 
Group was allowed to operate in Shanghai, being the first foreign insurer after 
the Reform and Opening up Policy. October 1 st 1993, China's "maritime law" 
came into force. On October 1 st 1995, the "PRC Insurance Law" came into 
force. Also in the same year, in October, the Chinese People's Insurance Co 
Ltd began Institutions Reform, was changed into the Chinese People's 
Insurance ( Group), consists of PICC Property Insurance Co Ltd Limited, PICC 
Life and PICC Reinsurance Co Ltd of three subsidiaries. In 1998, China 
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Insurance Regulatory Commission was established in Beijing. In 2001, 
professional insurance assessment companies were first registered in China. 
30 years of reform and opening up, China has been rapidly growing her 
insurance business and services. The market has improved steadily and been 
more and more competitive. Meanwhile, the laws and regulations had 
improved continuously; the prevention of risk has been significantly increased. 
In the promotion of reform, property insurance protection of economic, social 
stability for the benefit of the people has played an active role. 


In 2008, the insurance industry actively involved in the South Snow Disaster 
and Wenchuan Earthquake Disaster, two catastrophic natural disasters, and 
also responded to historical challenges of world wide financial crisis. In 2009, 
the insurance industry coped with challenges and overcame all kinds of 
difficulties. Annual premium income was going up to 1113.73 billion Yuan, up 
13.8%. Property and casualty insurance business continued to maintain rapid 
growth, the premium income of 287.58 billion Yuan (equals to Euro 32billion), 
up 23.1%, with net profits about 3.5 billion Yuan. 

China's insurance market has a bright future and potential. In early 2010, 
China's economic is remaining strong and rapid growth. China's insurance 
industry has laid a solid foundation. Property insurance market in 2010 will 
likely continue to maintain rapid growth. 


2. Market Status 


UNIT: 10K RMB Yuan 



China Insurers 
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Remarks: Data from China Insurance Regulatory Commission 

Most of world leading property and casualty insurers have branches and 
offices in China now, most of them go in for marine cargo business. Since 
marine cargo insurance takes an important part of property insurance. Ocean 
shipping is the most important way in international transportation, which 
accounts for about 90% of China's import and export trade. As China's 
economy booming, China has become one of the most important powers of 
ocean transportation. Into the 21st century, China's marine cargo insurance 
industry developed rapidly, and showing a great potential. 


At present, marine insurance industry continued to maintain a rapid growth. 
With more than 14 huge ports, China's coastal mine, coal, oil, containers and 
grain basically established five transport systems; the first time exceeded 100 
million annual containers, capacity more than 100 million DWT of ships. In 
2008, financial crisis affected the global shipping industry into recession, but 
since 2009, China government 4000 billion Yuan investment effect gradually 
emerging, China's steel industry downstream, real estate, automotive rapid 
recovery. Iron ore, petroleum, coal and other bulk cargo increased demand for 
coastal transport insurance. In 2009, with the recovery in external demand and 
domestic demand continue to boost China's marine insurance market began to 
pick up; the future will maintain rapid growth. 

Features and development trends of China marine cargo insurance market 
Following Reform and Opening Up, China's macroeconomic and international 
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trade with the rapid development of marine transportation market has brought 
unprecedented prosperity of marine cargo insurance. With the rapid 
development of domestic import and export business, China Cargo insurance 
market is facing great opportunities. Foreign insurance companies are using a 
world wide comprehensive on-line systems and one-stop insurance services, 
to make deep plowing in china domestic marine cargo insurance market. In 
2007, foreign companies in the property insurance market have been great 
successful in marine cargo insurance and become an important part of 
insurance industry in China. In fact, rapid growth of marine cargo insurance 
market has become a "battleground”. 

Most property insurance companies are now in China running marine cargo 
insurance business basically can be divided into three categories. The first are 
domestic insurance companies, mainly in China, PICC, Ping An Property 
Insurance Co., Ltd., and China Pacific Property Insurance Co., who are typical 
marine cargo insurance companies in China, with rich experiences, strong 
underwriting and claims ability; The second, a group of rising stars such as 
Chinalife Property Insurance,Taiping Property Insurance, Huatai Property 
Insurance, Sunshine Property Insurance, Bank of China Property Insurance, 
whose business are also growing up steadily. The third are the foreign property 
insurance companies, mainly All), Allianz Alliance, Winterthur, Sun Alliance, 
Mitsui Sumitomo, Tokyo Nichido Marine, Hyundai etc., who are recently joined 
in China marine cargo insurance competition, but have long experiences in 
international cargo transportation insurance operations, with strong and 
excellent services, the number of such companies in China has gradually 
increased, competition is accordingly getting more and more drastic. 

China insurance legal circumstances allow enterprises free to select China 
based insurance companies, foreign based insurance companies. At present, 
main insurers involved in marine cargo insurance in China are including PICC 
Property and Casualty (PICC), China Pacific Property Insurance Co Ltd (CPIC), 
AIA, Mitsui Sumitomo Insurance Co Ltd, etc.; Hull insurance mainly including 
PICC and CPIC. As to the ship owners’ liability insurance, mainly following 
international practice, China adopts the flexible attitude. Apart from the unique 
fix premium Pandl Insurance, the PICC sales for more than 30 years, China 
Shipowners Mutual Assurance Association (CPI) and members of International 
Protection and Indemnity Group (International Pool of P & I Clubs), such as the 
West of England club, are all for the ship-owners’ choice. Meanwhile, main 
carriers in China ocean shipping market are large merchant fleet (such as 
COSCO, China Shipping), and the state owned local fleets (such as Fujian 
Shipping, Nanjing Tanker Shipping, etc.). In addition, private ship-owners, joint 
ventures and other foreign shipping companies are developing a more and 
more transportation volume. 

Insurable conditions are mainly subject to specific types of goods involved, 
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insurance values, insurance rates, coverage, main terms, deductibles, vessel 
age & class type, navigational area and the insurance period, the previous 
record of accident, record of loss and damage, etc. 


3. Relevant Insurance types to marine cargo case 

Marine cargo cases often involve in other types of insurance, as follows: 

First, collision clauses of hull insurance. Mainly underwriting the ocean voyage 
resulted from natural disasters; because of direct collision of the insured once 
the legal share of his ship or floating objects liability. 

Second, coastal and inner river cargo insurance. The main coverage in the 
domestic coastal and inland navigation in certain conditions, natural disasters, 
and direct collision of ships due to the physical losses; due to a direct collision, 
and the insured liability in law for ship or fixed floating objects. 


Third, the container body and liability insurance. The main coverage is the 
result of natural disasters or accidents caused by the physical loss of the 
damaged container; because container design defects, or damage, or the 
management negligence resulting in the third parties’ life or property losses. 

Fourth, P&l compensation and protection. The main coverage is underwriting 
shipowner’s risk during transport, in the responsibility to the crew and the 
cargo or oil spill caused by accident, salvage and third party life injury or 
property damage. 

Fifth, charter’s liability insurance. Mainly coverage is marine cargo damages or 
losses on charter’s responsibility as common carrier. 

Sixth, Cargo liability insurance. Ship agents or ship brokers who service as 
freight forwarders, NVOCCs (issuing house bills of lading), warehousemen or 
haulers, whose liability is usually the result of his own negligence, whereas a 
freight forwarder, NVOCC, warehouseman or hauler can incur a contractual 
liability through no fault of his own, including physical loss or damage to cargo, 
delays and other financial losses, third party liabilities, fines, penalties and 
customs duty. 

4. Marine cargo claims and accident handling 

Marine cargo damage or losses may occur in many occasions: fire, collision or 
contact with unidentified object, stranding, heavy weather, disposable goods, 
explosions, etc. The owner may have considered rescue jobs, towing, 
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quenching fire, repair of damaged vessels, calling at the port of refugee, 
remove or restowage of goods; even the general average sacrifice, ask 
security and other issues. The salvage parties, ship owners, repairers, 
insurance brokers, inspection, insurers’ representatives, lawyers may possibly 
all present in an accident and all may require fees and charges relevant to the 
cargo interests, to clarify the scope of losses: first tangible losses, including the 
total loss (actual total loss, constructive total loss, compensation insurance, 
value), partial loss of (a particular average, general average, compensation for 
reasonable repair costs). Second, to determine the liability insured, including 
general average contributions; Third, to check the costs, including general 
average expenses, salvage and rescue costs, legal fees, recovery fees, 
inspection fees and other costs; Forth, to find if there is third party liability, 
including such as investigation on the seaworthiness of vessel. 

Additional items should be noted: 

First, the types of hull insurance. Including what insurance has been covered in 
shipowner’s operation and mortgagee interest insurance. 


Second, the ship's insurance interests and property rights. The including ship 
ownership, priority, liens, mortgages etc. 


Third, the hull insurance underwriting. Including the obligation of disclosure, 
shipping certificates, status and value of the ship, insurance and underwriting 
risk, and collision terms. 


Fourth, cargo insurance claims. Including the requirement of its claim for the 
insured to provide the certificate, insurance value and damage, a ship collision 
accident investigation, collision liability ratio, repair, shipment losses, indirect 
losses. 


Fifth, cargo insurance recovery. Including the investigation of evidence, 
evidence preservation, insurance benefits, guarantee letter, recovery 
strategies, and asset investigation. 


Sixth, cargo insurable interests. Who really bears insurable interests, under 
what circumstances having an insurable interest. China Insurance law 
stipulates that when an accident occurred, the claimant must have insurable 
interest. 



5. Current procedures for marine cargo claims in China 

Marine insurance claims involving a wide range of technically complex, often 
including navigation, mechanical technology and law. At present, China's 
marine insurers mostly employ independent surveyors and average adjusters 
to deal with these matters, often by using additional clauses to appoint 
surveyors and adjusters in marine cargo insurance policy, to process claims in 
the future for their clients for a fair and impartial result. (Surveyors’ costs are 
paid by the insurer). 

Step one: Establishing file. 

Notice of Loss is the first process of marine cargo claims, including notify the 
nearest insurance agent aboard, arranging site surveyor and rescue work, 
collecting information, estimating future loss; once there could be a big loss, 
reporting to upper manager, and sending notice to the reinsurer. 

Step Two: Review of the documents, weighing responsibilities. 

checking the reality of relevant documents and accident. 

Step three: confirming damage investigation. 

Further Inspection or finding out loss, including arrangement of joint inspection, 
laboratory test to research real damage reason and extent; all should be 
completed as soon as possible. 

Step four: recheck and confirm the practical loss. 

Rechecking 

1. Insurer’s rechecking manager received the information, including claim 
settlement, documents; 

2. Calculating the amount of compensation. The loss can also be calculated by 
an agent or average adjuster for the claim. 

Approving 

1. Claim manager in charge signs for approval; 

2. Report to senior manager for higher amount authorization; 

Step Five: Wreck disposal. 

Wreck should be properly disposed of for reducing the loss and compensation. 
Step Six: Payment of compensation. 
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Under the consent of the insured and insurer, or decision on following on 
average adjuster’s result, payment of compensation will be effected. 

1. The compensation is directly paid to the insured; 

2. Confirming receipt of compensation, obtaining subrogation rights for 
proceeding recovery, or proceeding re-insurance contributions. 

6. Import and Export Marine Cargo Claims Handling in China 

1. Loss of export marine cargo. 

The insurance policy holder (the importer) should put up with claims against 
stipulated agent in the insurance policy. Generally, insurers have agents in the 
world's major ports and cities, including survey agents and claim agents. The 
survey agent is responsible for checking the loss of goods. Sometimes, joint 
inspection involves by insurer surveyor, MSA, P&l surveyor, etc. The 
insurance policy holders have to obtain survey or inspection reports, 
accompanied by other necessary documents, claiming to the agents who may 
be authorized with a small amount to direct payment for compensation. The 
foreign importers claiming against agents must provide with the following 
documents: 

(1) the original insurance policy or certificate; 

(2) the shipping documents, bills of lading or contract 

(3) subject matter insuredjnvoices; 

(4) packing list; 

(5) claiming documents or certificates to the carrier for compensation in case 
the third party's responsible, that is what the insured has to do to fulfill the 
recovery assistance obligation; 

(6) inspection certificate or survey report from foreign insurance agent or 
public notary institutes as third party proof; 

(7) Sea Protest report. Marine cargo damage or loss proved by Sea Protest is 
generally compensated by the insurer when the carrier is not responsible; 

(8) certificate of cargo damage or tolerance; 

(9) damage or loss list. 

2. Loss of import marine cargo 

Insurance policy holder in China can directly claim against insurer. 

When imported goods arrive at China ports or inland destinations, the 
insurance policy holder should immediately notify the local insurer or its agent, 
and proceed a joint inspection by attendance with CIQ (China Inspection and 
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Quarantine Bureau) and insurer as it may be necessary. If the damage or loss 
is within the insurance coverage, local insurance companies will issue "import 
shortage or inspection report." However, when involving foreign shippers, 
carriers, port authorities, rail or other third party’s responsibility for accident, 
causing damage or loss, once completing recovery procedures to the third 
party's, then insurer could proceed compensation. Generally, the insurance 
policy holder should submit documents for their claims including: 

(1) import invoices; 

(2) Bill of lading, tally sheet, outturn record or survey report; 

(3) discharge records at final destination. 

If damage or loss involves handling and inland ports, or railway liability, the 
insurance policy holder should submit the responsible party’s freight records or 
joint inspection report with relevant party. 

7. Our practice as surveyor of marine cargo insurance -2 cases 

1. MARGARET barge-grounding at Jacob’s Bay in South Africa 



Connecting tow line operation 
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Margaret with barges/drydocks departed from Shanghai 



Broken Cable towing line on board a tug 
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Grounding at Jacob’s Bay,South Africa 



Wreck Blown up during the wreck removal operation 
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The accident occurred near Cape of Good Hope in winter, there were bad 
weather and strong winds at sea. At 2357LT on June 23 rd , when the towing 
body passed the northwest of Cape Town, about 20 miles to Saldanha Bay,, 
the tug cable was broken during the high winds and waves, about 1000M 
cables onboard went away with the barges. The tug party reported that they 
had tried to use cables to connect towing body, but has not been successful. 
On June 24 th , 2009, the floating towing body grounded in JACOBS Bay. Finally, 
after failure of salvage, the wreck was blown up. 

In this voyage of no engine barge towing, which is featured with big gale area, 
inferior seaworthiness, low speed and a longer voyage time, often means 
higher risks. Salvages cost estimation played an important role in cargo claims 
consideration. In fact, it was difficult to investigate and distinguish between fact 
and evidence, to decide recovery on tug party’s responsibility. 


Anyway, towing voyage Underwriter is to be strictly attached to complete 
Towcon, the tug status, seaworthiness certificate, tug owner qualification, 
safety record, and arrange proper reinsurance, to prevent from serious loss. 


2. mv. Northern Pearl- intermediate shaft broken in Tianjin port,China 


* 



mv. Northern Pearl Towed back to Tianjin terminal 
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Propellor - fish net wrapped 



Broken intermediate shaft 
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Rust found 


Investigation of marine cargo loss caused by engine accident, not only the 
engine survey, but also involves many aspects, such as professional tests and 
metal specialist’s comments, to find the real cause of the accident in a case. 

In 2009, through our surveyors’ investigation on board and professional 
analysis, mv. Northern Pearl was found the intermediate shaft broken by rusts. 
Meanwhile, less dense of structure was also found with forging workpiece. 
Those results gave the insurer great help in handling claims 


8. Marine cargo claims encourage international cooperation to meet the 
challenges of globalization 

The world is becoming more and more globalization. Marine cargo accidents, 
which are happening all over the world, involving more and more different 
areas. Professional cooperation is getting more and more important. When a 
marine cargo happens, as facing local customs, immigrations, inspection and 
quarantine departments, port cargo handling, ship owners and P&l club, class 
societies, even to maritime arbitration or maritime court, we need worldwide 
lawyers, surveyors and experts joining the case. A worldwide service network 
is more and more crucial for success, which can help us doing better in global 
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competition. We believe and are willing to work together with international 
partners, make unremitting efforts for the development of world marine 
insurance industry. Thank you! 


Henry Zhang 

FAIRICC SURVEY AND LOSS ADJUSTING CO LTD 
Email: fairicc@fairicc.com.cn 

Website: www.fairicc.com.cn 

Address: 716 HUATONG MANSION, 19A CHEGONGZHUANGXI ROAD, 
BEIJING 100048, CHINA 
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Dear comarades and friends, 


I am most honored to take this place and present a paper on “General Review of Marine 
Cargo Insurance in DPR Korea” to insurance experts and professionals from various parts 
of the world and also my colleagues at home who have devoted their sincere efforts to 
assist Korea National Insurance Corporation in the past years. 

And also, availing myself of this opportunity, I do hope that the Seminar will greatly 
promote mutual understanding amongst all participants and contribute to the 
development of friendship and business relations between the companies. 

I, as a member of Korea National Insurance Corporation, the hosting company of this 
Seminar, would like to start my speech by giving an outline of the history of the 
Corporation, its corporate structure and business activities. 

I. The history of Korea National Insurance Corporation 

Korea National Insurance Corporation was established on 10 th July 1947, two years after 
liberation. 

At the time of establishment, the corporation was in a form of limited company jointly 
invested and operated by the state and the civilians and was reorganized as State 
Insurance Company in January 1954. 

The corporation started its operation in August 1947 with the issuance of fire insurance 
policy and, throughout various stages of economic construction and development and 
depending on the respective circumstances and requirements of each stage, the scope of 
fire insurance has been extended to cover natural catastrophe perils and Construction All 
Risks, Machinery Breakdown, Motor, Cargo, Hull insurance were further introduced 
together with several types of personal accident insurance including passengers and 
general personal accident. 

And also, in 1960, the company, for the first time has concluded a reinsurance contract 
with People’s Insurance Company of China (PICC) in respect of export & import cargoes. 
In 1971 the company, in the name of “Korea Foreign Insurance Company”, has expanded 
its reinsurance business transactions with various insurance and reinsurance companies 
around the world and in May 1978, insurance representative offices were opened in both 
Singapore and Pakistan followed by several other offices in Malaysia, France, Germany, 
UK and etc. 

In September 1964, the company has attended the Founding Conference of Federation of 
Afro-Asian Insurers & Reinsurers (FAIR) which was held in Cairo, the capital of Egypt 
and became a member and since then joined several other international insurance & 
reinsurance institutes and organization such as Federation of International Marine 
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Insurance, International Insurance Institutes and etc. in order to strengthen international 
solidarity. 

In May 2005, the company took over the life insurance portfolio which has been dealt by 
the Bank to become a comprehensive national insurance firm dealing with both life and 
non-life insurance. Eventually the company was renamed as “Korea National Insurance 
Corporation” which is the current name. 

[Diagram 11 Corporate Structure 




Today, the company is a sole national insurer in DPR Korea and has its nationwide 
operational framework involving branch offices at central, provincial and municipal 
district level and offices in all special economic, trade & tourist zones including Rason 
area, Kaesong Industrial Complex and Kumgangsan Tourist area and provides all types of 
life & non-life insurance coverage to institutes, enterprises, organizations and individuals 
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and foreign invested companies, equity and contractual joint-venture companies and 
foreigners within the country. 

The company is constituted of 12 insurance-related and complementary divisions 
including 4 direct underwriting divisions, 1 reinsurance division and 1 market research 
division and has over 200 branch offices in each administrative districts at different levels 
and special zones and is undertaking all kinds of insurance and investment operations in 
the country. 

During the fiscal year 2009, the company’s yearly net income rose by 6.6%, to KPW 
8,573.40 million, of which KPW 9,949.00 million was from underwriting business and 
KPW 1,523.90 million from the investment operation. 

The gross written premiums during the fiscal year has increased by 8.2% against the 
preceding year to KPW 45,366.00 million, of which KPW 24,143.80 million came from 
life insurance, up 20.0% in particular. The investment revenue grew to KPW 1,662.80 
million, up 4.1%. The figures are shown as follows: 


[Diagram 21 Key financial figures 

KPW mn 


Items 

2009 

2008 

2007 

2006 

2005 

Gross written 

premium 

45,366 

41,939 

38,737 

38,463 

36,666 

Investment 

revenue 

1,663 

1,597 

4,482 

5,112 

2,670 

Pre-state payment 

result 

12,701 

11,912 

1,868 

- 3,906 

9,994 

Profit for the year 

8,573 

8,041 

1,261 

- 3,906 

6,746 

Investments 

42,814 

42,122 

37,420 

34,466 

38,422 

Net Worth 

40,904 

32,610 

23,649 

25,294 

27,553 

Net underwriting 
provisions 

41,843 

47,550 

49,897 

40,609 

41,766 

Combined ratio 

Non-Life 

65.4% 

55.9% 

111.4% 

165.4% 

60.2% 
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II. MARINE CARGO INSURANCE IN DPRK 

The cargo insurance in our country provides coverage for cargo, exhibition risks, specie 
carried by sea, air and land against transportation, storage in the normal course of transit; 
cargoes carried by sea can also be classified into export & import cargo transported 
overseas and domestic cargo, which is sometimes accompanied by domestic inland 
transportation. 

In my presentation, I would like to give an outline of general principles relating to 
conclusion of marine cargo insurance, ratings, selecting the coverage conditions, claims 
notification and tenders, claims settlement and etc so as to give a general understanding 
of marine cargo insurance market in our country 

1. Effecting Insurance in our country 

As in the case of other types of insurance, most of marine cargo insurance is handled by 
insurance agents. 

However, it is noteworthy that the insurance agents in our country have some notable 
differences from the insurance agents and/or insurance intermediary systems in other 
countries. 

For instance, in UK and other countries, independent insurance brokers are negotiating 
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cargo insurance on behalf of the original insured and majority of marine cargo insurance 
is therefore handled by the insurance brokers. 

And also most of insurance agencies and/or agents in many other countries, are 
independent legal and/or natural person licensed by the competent insurance supervisory 
body of respective countries and represents the insurer in concluding insurance contracts 
and securing business accounts. 

Insurance brokers and agents differs in that whether it is acting on behalf of the insured or 
the insurer but have a common feature that they are independent legal and/or natural 
person. 

In our country, there is no independent legal and/or natural person especially engaged in 
representing or broking of the insurance contracts on behalf of the insured or the insurer. 
Most of insurance agents in our country are assigned to respective original insured and 
the contract for representation is therefore concluded between the insurer and the insured 
(all legal persons, organization and institute except for individuals) with the exception of 
some special cases. 

With the agreement between the insurer and the insured, those persons in charge of 
fmanacial & accounting affairs or in a position/office duty capable of negotiating and 
effecting insurance contract with the insurer on behalf of the insured are appointed as 
insurance agents. These agents are then registered in State Insurance Committee. 

For this reason, agents in our country normally carry out their day-to-day business 
activities acting as concurrent insurance agent. 

The main role of the insurance agents is to represent legal persons they report to in 
effecting and negotiating insurance contract with the insurer in the respective 
administrative area in conformity to the respective nature and characteristics of the 
business activities and the loss exposures of each institute, enterprise and organization. 
There are well over 50,000 insurance agents registered with the State Insurance 
Committee as of today. 

2. Rating System of Marine Cargo Insurance 

All insurance in our country are provided subject to the premium rate as set by the State 
Insurance Committee. 

Marine cargo insurance is of course not an exception. 

The Table of Premium Rate set by the State Insurance Committee is constituted of 
standard rates based on the types of cargo and main clauses “A”, “B” and “C” and other 
rates depeding on the specific voyage, means of conveyance, stowage/stevedoring and 
carriage conditions, additional clauses and risks, special cargo clauses and etc. 
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However, in case of export and import cargoes, free rates fixed by the insurer are often 
used. 

Besides as to war & strike risks and other special risks, Institute War Clause, Institute 
Strike Clause and other special clauses may be adopted in which case rates corresponding 
to the rate table declared by London Insurers Association and/or War Risks Rating 
Committee can be applied and it is also permitted to use other types of clauses and rates. 

3. Characteristics of Marine Cargo Insurance 

Marine cargo insurance has several characteristics when compared with other types of 
insurance, which can be illustrated as follows. 

A. Intenational feature 


The export & import cargos covered under a marine insurance policy are generally 
carried from one country to another where different languages are used and also the 
ownership and the risk liability are often transferred from the selling party to the buying 
party during the course of transit in accordance with the sales (commercial) contract. 

It is therefore quite common that several traders from at least two different countries are 
involved in any one marine insurance policy. 

For instance, in case when a commercial contract is concluded on a GIF (that is Cost, 
Insurance and Freight) term, the seller is bound to effect an insurance contract for the 
cargos in question with the insurer in the country where the seller is residing. 

However, in a commercial contract concluded on a GIF term, the ownership and the 
liability are transferred from the exporter to the importer from the moment when the 
cargos are loaded on board the vessel. In case of a loss during the course of transit, the 
the buyer shall be liable for the claim. 

The importer submits its claim under the insurance policy which was received from the 
seller through its correspondent bank; it is worthwhile to note that the insurance policy in 
this case is issued by an insurance company in the country where the seller resides. 

With this international nature of marine cargo insurance, the insurance policies are issued 
in an international official language rather than a national language. 

B. Application of international practice 

Export and import cargos covered under marine cargo insurance is carried by vessels of 
different flags and cargo losses often occur in open sea due to stranding, collision of the 
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vessels or in the territorial waters, ports and regions of other countries. 

As to export and import cargos, disputes surrounding general average, sue and labor costs, 
collision liability issues between the shipowner and consignor/consignee may arise 
internationally and these disputes are settled and judged upon in accordance with the 
international rules and regulations such as York-Antwerp Rules for general average and 
international convention on collision of vessels and etc. 

In case of marine cargo insurance, the main principles, scope and condition of coverage 
are to be construed in accordance with international law and practice and especially most 
of the international traders, are keen to insure the risks with Institute Cargo Clauses of 
London, which is worldwide known and used for more than hundreds year hithereto and 
proved to be clear and convincing through numerous precedent cases for the purpose of 
avoiding possible dispute in interpretation of extent, terms and condition of coverage in 
case of a loss. 

Marine cargo insurance policy forms, which are sometimes issued in English, used in our 
country are worked out on the basis of international marine insurance market practice. 

The marine clauses applied in our marine insurance policy <?[>, < L I">, <C|-> have no 
much difference with ICC clauses of (A), (B), (C) and in case of export and import cargo 
insurance coverage are provided on the basis of ICC (A), (B), (C) clauses. 

C. Application of Free rate 

The marine cargo insurance, from its international nature, often accompanies 
international competition amongst insurers. 

As already mentioned, the insurance is effected either by the selling party or the buying 
party according to the terms and conditions of the sales contract. 

And hence, in order to minimize the insurance costs, the contracting parties always 
compares the ratings in both the countries of import and export; in case when insurance 
conditions in the country of export is favorable the contract is made on GIF basis and on 
FOB or C&F if vice versa. 

For this reason, insurers should be careful in offering insurance terms and premium rates 
so as to keep up its business accounts and there exists inevitable competition between 
insurers involved in marine cargo insurance domestically and internationally. 

As KNIC is a sole insurer in the country, there is no such competition locally. 

However, in case of export & import cargo insurance, KNIC has to put up the the 
competition in the international markets. 

The main objective of allowing local marine cargo insurance clauses to be adopted 
together with ICC clauses and use free premium rates in export and import cargo 
insurance is to flexibly cope with the international competitions with the insurers 
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overseas. 

The domestic cargos are usually written by the insurance branches widely distributed 
throughout the country whereas the export & import cargos, to which free premium rate 
is applied, are written directly by the head office. 

D. Accumulation of risks 

Today, the marine cargo have been diversified to a great extent with high value, and 
whilst the quantity of the cargo carried by land ie trucks or trains ranges from several tons 
to some several hundreds tons, the marine cargo amounts to well over hundred thousands 
tons when carried by mega vessels, and and in an insured event in this case, it goes 
without saying that the loss amount would be very substantial. 

In particular, the marine cargos are exposed to storage risks during the normal course of 
transit either in the port of departure or destination which eventually results in huge 
accumulation of risks in the port area in question. 

As a matter of fact, in the past years, number of fire accidents has occurred in Haeju Port, 
Nampo Port and Hungnam Port in our country and substantial amount of cargo have been 
burnt out and damaged during the events. 

Taking into account this characteristics of the marine cargo insurance, insurers are 
thoroughly and regularly investigating the accumulation of risks and storage conditions 
of the cargo in the ports and take necessary improvement measures in risk management 
point of view and seek for reinsurance protection. 

4. Effecting marine cargo insurance 

In our country, the application for insurance should be made in writing. 

The contents of the application form can be outlined as below: 

© Contractor/Name of the Insured 

(D Reference No. (L/C No., Invoice No. and etc in case of export cargo, Import 
Approval No. and etc in case of import cargo) 

(D Endorsement bank (if applicable under the sales contract in case of import cargo) 

(4) Name of conveyance (as to import cargo where the exact name of the conveyance is 
not yet confirmed “to be declared” or “to be noticed” can be stated in which case the 
name of conveyance should declared later upon confirmation) 

(D Sailing date, port of departure, transshipment and destination 

(6) Final place of destination (applicable if the coverage is to be extended to land 
transportation after arrival to the port of discharge) 

(7) Sum Insured, insurance clause, subject matter insured 
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® Remarks notes (in case of export cargo, insurance clauses required by L/C is to be 
stated) 

( 9 ) Packing (packing is an important factor affecting the premium rate and therefore 
should be accurately stated.) 

® Required number of copies of the policy (applicable only if specifically stipulated in 
L/C. Insurance Policies are often issued in two copies) 

In principle, the insurance application should be submitte before the commencement of 
transit. 

If at the time of effecting the contract of insurance, the amount of cargo, sum insured and 
the vessel or other conveyance on which the goods are to be loaded has not been fixed, 
the Assured should, as soon as he has become aware of the specific details, give prompt 
notice of the name to the Insurer, irrespective of whether it is before or after loading the 
subject matter insured. And this type of insurance is known as open cover. 

Open cover which is often used in our country can be broadly categorized into two, ie., 
provisional insurance and open cover. 

(1) Provisional Insurance 

Provisional insurance is used in the case where the vessel or other conveyance on which 
the goods are to be loaded has not been fixed. 

Generally, in case of import cargo, the type, quantity, amount of cargo are pre-agreed in a 
commercial contract whereas the name of conveyance is to be confirmed only when the 
shipping note is received from the exporter. It is therefore quite common that the name of 
conveyance is not known at the time of applying for the insurance 

In this case, provisional insurance can be effected for the quantity and amount of goods 
as set forth in L/C whilst the name of the conveyance being left open. 

According to specific terms and condition of the commercial contract, in case when the 
goods are to be shipped in one consignment, insurance is effected for each consignment 
and in case of several consignments, to cover as a whole. 

In provisional insurance policy, the contractor or the insured have to give prompt notice 
of the name of the conveyance upon confirmation to the Insurer for the written consent. 

(2) Open cover 

Open cover policies are mainly used to provide cover not only for the cargos already 
confirmed by a sales contract but also cargos with provisional quantity not yet confirmed. 
Generally, an insured, such as general trading company routinely involved in export and 
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import activities, normally conclude numerous sales contracts with a number of traders 
whereby it creates a considerable office work burden to apply for provisional insurance 
for every and each contract where it is often possible for some cargos being left out 
without insurance coverage if the latter only seek for coverage for those cargos with 
already fixed quantity and amount. 

In those circumstances, open cover policy will be most desirable form of insurance cover. 
In case of open cover insurance, single insurance policy is issued for the whole of the 
insurance contract and an Insurance Certificate is issued to confirm that each 
consignment is insured under the said policy. 

The period of open cover insurance is generally one year if not six months and can be 
automatically extended unless a written notice of cancellation is given by either of the 
party. 


5. Ratings and selecting coverage condition 

1) Types and Calculation of Premium Rate 

The premium rate of marine cargo insurance can be classified into marine rate and war 
risks rate. 

The marine risk rate: The marine risks rate are subject to the table of standard rate fixed 
by the State Insurance Committee or the base rates fixed by the insurer taking into 
account various factors such as conditions of vessel and other means of conveyance, 
types and nature of cargo, packing and stowage/stevedoring, voyage and seasons, 
conditions of port of departure, transshipment, destination, insurance clauses and etc. 

The war risk rate: as previously mentioned the marine risks for export and import cargo 
and war & strike risks, rates corresponding to the rate table declared by London Insurers 
Association and/or War Risks Rating Committee can be applied. 

2) Selecting applicable insurance condition 

The insurance clauses used in marine insurance can be categorized as main clause, 
special cargo clause, additional risk clauses and etc. 

Main Clauses: As already mentioned, main clauses have no difference with the ICC 
clauses (A), (B), (C). 

Additional Clauses: It is sometimes not possible to satisfy the insured’s needs with the 


12 



said main clauses it is therefore possible to adduce additional clauses such as Institute 
War Clause, Institute Strike Clause, Theft, Pilferage and Non-Delivery: TPNR Clause, 
jettison, washing over board: JWOB clause, rain and/or fresh water damage: RFWD 
clause, contact with oil and/or oher cargo: COOC clause, sweat & heating clause, country 
damage clause, refrigerating machinery clause, special replacement clause, label clause, 
inland transit extention and etc if necessary 

Special Cargo Clauses: As to special cargos, special clauses tailored to meet the specific 
features can be used: raw surgar clauses, rubber clauses, bulk oil clauses are good 
exampels. 

In effecting the insurance one of the main clauses (A), (B), (C) is selected and some 
additional clauses and conditions can be added to extend the coverage to the needs of the 
contractor. 

For better understanding, I would give an example of chosing applicable insurance 
clauses. 

An importer located in Pyongyang made a contract with an exporter in Shanghai for the 
import of paper and the agreed shipment date was in August. 

Since the contract was concluded on FOB term, the insurance was effected by the 
importer with insurance clause (C). 

The importer decided to apply for condition C taking into consideration that the voyage 
from Shanghai Port to Nampo Port is relatively short and that the possibility of loss or 
damage attributable to entry of sea lake or river water into vessel craft hold conveyance 
container liftvan or place of storage, total loss of any package lost overboard or dropped 
whilst loading on to, or unloading from, vessel or craft (which are excluded under 
condition C) are fairly remote. 

However, since the shipment date was in August, which is rainy season in our country 
and the cargo was paper with high loss exposure to water damage, the insured sought for 
additional coverage namely, rain and/or fresh water damage: RFWD clause 
And in order to extend the coverage to land transportation to Pyongyang after the 
discharge of the cargo in Nampo Port inland transit extension clause was also included. 
Eventually the concluded insurance condition would read as: 

(ICC C Clauses including RFWD and PTE(Pyongyang)) 

5. Claims tender and Settelement 

In case of a loss occurrence, the duties of the insurance contractor or the insured are loss 
notification and loss prevention 
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Accordingly, when the insured is aware of the occurrence of a peril or perils covered by 
the Insurer, he must give notice thereof to the Insurer by the quickest available means. 

In business practice some countries refer to this process as Preliminary Loss Advice; in 
our country we do not use such expression. 

There are several ways of notifying the loss but it should be made by most efficient and 
quickest available means, be it by phone, e-mails, letters and etc. The contents of 
notification should include the details of coverage, extent of loss, current location of 
damaged/lost cargo and etc. 

When a loss and/or loss occurred, the Contractor and/or the Insured shall be obliged to 
take action for loss prevention or minimization of loss and/or loss degree, while 
complying with the Insurer’s instruction. The Insured shall ensure that all rights against 
carriers, bailees or other third parties are properly preserved and exercised. 

In case of a loss involving small amount of money, the insurer may elect to investigate 
the loss on its own and the payment of the claim is effected after ensuring that all 
necessary documentary evidences are properly furnished and checked. 

In case of large losses, it is usual practice to appoint an independent loss surveyor. 

Central Supervisory Association (“CSA”) is one of those independent loss survey firms 
in our country. 

When a claim for indemnification is made, the insured shall submit claims statement 
together with other evidencing documents including original copy of the policy, B/L, 
commercial invoice, survey report, cargo boat note, sea protest, warehouse convention, 
stowage plan and etc. The documents to be submitted can differ depending on the type of 
the loss, for example in case of repair works have been done for the damaged cargo, 
Invoice for Repair Works and in case when the damaged cargo were sold out, other 
evidencing documents are needed. 

The Insurer shall pay the claim upon receipt of the claim documents and the confirmation 
of them. After settlement of the claims, the Insurer shall take the Policy back from the 
Insured together with payment voucher and a letter of subrogation. 

The foregoing is the general review of marine cargo insurance in our country. 

However, considering in the light of the developing trends of international marince cargo 
insurance market and the needs of clients for marine cargo insurance, we still have good 
many thing to do as yet. 

In today’s IT driven era, the insurance industry is experiencing ever highly complicated 
changes and clients are raising ever diversified needs for insurance during the whole 
course of productions, transportation and consumption of the goods. 

With the conventional and outdated way of thinking, we will not be able to resiliently 
face today’s changes - the needs of the market to cope with newly emerging risks. 
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KNIC is actively striving and will continue to do so, to improve its insurance activities 
and develop new insurance products to the market, keeping in pace with the changing 
situations. 

And also I am very much looking forward to active cooperation of all the participants of 
this Seminar. 

Thank you for your attention. 
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Marine Cargo Claims & Adjustment 
- An Overview 
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(A) Address the gathering 

(B) Felicitate the Organisers 

I take this opportunity to felicitate and congratulate the Members of the Organising 
Committee of KNIC, for successfully organising such a grand International Insurance 
Seminar - 2010. I would like to place on record my gratitude for affording me a chance 
to make a Presentation. It gives me immense pleasure to address the august gathering 
on the subject of Marine Cargo Claims Handling & Settlement. Generally I prefer the 
questions to be asked at the end of each chapter so that the focus is not lost. However I 
will keep to Questions & Answers session at the end as scheduled in the programme. 

We start with the greeting of Namaste which in Hindi our national language means Hello 
and Welcome with folded hands. 

Presentation Plan 


1. Introduction to Cargo Insurance. 

Briefly in the sailing ship days when the Masters of these Sailing Vessels were 
themselves sort of Insurers. They borrowed funds from Local Money Lenders (now 
called Financiers) and embarked on a Sea Voyage (Sea Adventure). There was no 
guarantee that the cargo would reach its destination safely. Enroute, in case of cargo 
loss or damage; the Master would make good the loss financially to the Consignors or 
Cargo Owners. Master in effect was the Navigator-Cum-Merchant. It gradually 
evolved itself to the present day Marine Cargo Insurance. 

All the other three subjects will be dealt with progressively during the presentation. 

2. Marine Insurance Policies are taken for Risks (Perils of the Sea) which may lead to 
losses resulting in Claims / liabilities. 

RISK IS UNCERTAINLY REGARDING A LOSS 


INSURANCE provides protection against consequences of risk 
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LIABILITIES 


Liabilities fall under four main categories. Under common laws of the Country the 
liabilities relating to Collision damage and Contact damages are prosecuted and settled. 
Under Admiralty Law the liabilities related to Salvage, General Average are addressed. 
Under Statutory Law Claims / Liabilities related to Carriage by Sea (i.e. COGSA - 
Carriage of Goods by Sea Act). There are local (National Acts) against Pollution e.g. 
OPA (Oil Pollution Act). Under Contracts e.g. COGSA and Law of Agency etc. 
COGSA additionally incorporates various Rules framed under International Conventions 
such as York Antwerp Rules, Hamburg Rules. Rotterdam Rules are soon to follow. 

Marine Policies primarily cover five types of liabilities. Hull & Machinery Covers as 
the name implies H&M. Marine Cargo covers liabilities for Cargo and associated 
liabilities (e.g. GA). Other liabilities are for wreck removal which is generally covered 
under H&M and P&I. Liabilities for Third Party risks such as Collision / Contact 
damage to fixed / floating objects, Charterers are covered. There are covers for Freight, 
Disbursements and for Stevedores. Stevedore liability through Owners are covered 
under P&I Cover. 

Marine Cargo Policies are broadly classified under two heads - namely “All Risks” 
which incorporates Institute Cargo Clause “A”. Named Perils policies cover Institute 
Cargo Clauses “B” & “C” and also Trade Clauses. 

I would be missing out if I do not mention the Marine Transit, rather a misnomer which 
covers Inland Transit Risks which are Fire, Lightening, Breakage of Bridges, accident to 
carrying vehicle, Overturning and Derailment. Then there is Open Cover (Declaration 
based) policies primarily for Imports & Exports. Institute Clauses “A”, “B” or “C” 
would apply as requested by the Insured (Importers / Exporters). 

Cargo Clauses “A”, “B” & “C” 

The chart clearly shows the various risks covered or not covered under the above 
policies. 

(1) Fire & Explosion : Fire damage covers direct damage due to fire (burning) 
partly or wholly. Damage due to fire fighting (water) is covered. Fire fighters may 
break few cases to gain access. Explosion may or may not lead to fire in all cases. 
Explosion causes impact damage through shock waves (e.g. Depth Charges). 

(2) Stranding / Sinking : Cargo may be partly lost or damaged due to water entry. 
Cargo may also be voluntarily jettisoned / unloaded. In jettisoning cargo is lost. Cargo 
may be lost over-board (sling loss) during unloading to lighten the ship. 
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(3) Barrantry / Jettison : Barrantry is when the cargo is sold by the Ship's Crew to 
collect their wages or for victualling. Say a vessel is deserted / abandoned by the 
Owner in a port without provision for food. Of course one can sell agri commodities 
readily. Jettison at sea is done at times in case some cargo (generally drums on deck) 
getting loose during heavy weather. At times some cargoes (e.g. red phosphorous, 
sodium & potassium metals) catch fire when they come in contact with water or 
moisture in atmospheric air. (Exothermic reaction). 

(4) Collision : Collision leads to cargo damage due to impact damage. At times, if 
the ship's side is holed and cargo may fall out. In liquids, the cargo will leak out and 
fall into the sea causing possible adverse pollution. 

(5) Theft / pilferage / Non-delivery : Theft is when the entire package is stolen. 
Pilferage is where a part of the contents of a package are removed, without externally 
disturbing the package. These and other shortages (short shipment) are often caused 
due to theft / pilferage. 

(6) Shortage is caused due to pilferage, short loading, LOB (lost Over-board) or mixing 
up of packages. 

(7) Contamination / heavy weather : Cargo (liquid cargoes) can get mixed 
inadvertently during loading or unloading. Agri-Products can get contaminated with 
say fertilizer (previous cargo trapped in Ship's crevices); Edible Oil being contaminated 
due to leakage / migration with non-edible oil. In petroleum higher grade oil with 
lower grade oil (say Aviation fuel / Motor Spril (petrol) with diesel or fuel oil. 

(8) Spontaneous Combustion : Some cargoes are susceptible to spontaneous 
combustion (self heating). For example, coal, jute, cotton, certain beans such as coffee, 
beans, rice in bulk. Proper ventilation (for agri products) or cooling with water to 
dissipate heat (coal) is resorted to in order to minimise the risk of spontaneous 
combustion. 

(9) War / Strikes / Civil instability : Ships may be confiscated, cargo damaged due 
to civil commotion, strikes. 

(10) Terrorism / Piracy : Terrorists / Pirates can take over Ship (with cargo) and sell 
the cargo. Terrorists / Pirates can also blow up ships thus damaging cargo. 
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( 11 ) GA. (General Average) Sacrifice 

Ships may declare General Average in order to mitigate the unusual losses brought on by 
special circumstances. Fire on board necessitating call at Port of Refuge to may be to 
fight fire, to make vessel seaworthy (Engines immobilised) due to engine breakdown or 
Severe Engine room fire resulting in extensive damage, propeller lost during bad 
weather necessitating towage to and drydocking at nearest convenient port. This 
involves sacrifices (in other words expenses) made to safeguard more than one interest 
(say ship and cargo). Cargo Owners (may be several) and ship has to share costs in 
proportion to their costs or values. Proportionate share of cargoes can be covered under 
G.A. cover. Normally G.A. Bonds are taken by the Ship Owner from the Cargo 
Owners. Actual contributions are worked by the Average Adjusters generally appointed 
by the Ship Owners. 

(12) Earthquake / Volcanic Eruptions / Lightening caused damages are self explanatory 
and simple. Sea bed earthquakes / volcanic eruptions can lead to tsunamis or 
exceptionally strong and high tidal waves damaging ship and cargo. Lightening can 
cause fires on deck cargo including containers. 

( 13 ) LOB (Sling Loss) / Washing Overboard : 

Often bagged cargo is lost overboard due to sling hitting the ship's side or the lighters / 
barge and falling into sea. Specially during loading / discharging at Anchorage Ports or 
lightening at Anchorages (Roads). Same phenomena can also happen alongside 
between the Ship's side and the Berth (Quay side). 

Deck cargo / Containers stowed on deck may be washed overboard during adverse / 
rough / heavy weather. 

( 14 ) Discharge at Port of Refuge or Distress : Cargo may have to be discharged 
from stranded vessel or at Port of Refuge in order to carry out collision / stranding 
repairs. General Average aspect has been dealt with earlier. 

Rough handling can cause bursting of bags, breakage of packages or leakage from 
drums. Cargo can get wet due to rain water and sweat / condensation can wet the cargo. 
Improper stowage can cause shifting of bags, breakage of packages, spillages of bags / 
packages can cause contamination. 
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Industry Specific Clauses 

Strike Clause & War Clauses address the exclusions in the Standard Cargo Policy. 
Classification Clause says that the Carrying Vessel / Ship shall be classed and stay in 
class. However during the course of the voyage some Class Certificates may expire. 
This is permitted. Similarly Timber Trade, Bulk Oil & FOSFA Clauses cover certain 
peculiarities of the Trade. 

Rejection Cover with limited availability (expensive) cover provided on the basis that 
goods are provided, prepared and supplied in accordance with Government regulations 
of the country of import. 

Standard Exclusions 


Delay, Inherent Vice / Nature, Insufficiency & Unsuitability of Packing Ordinary 
leakage have been covered already. 

Certain cargoes lose weight because of the inherent moisture dries up and reduces during 
sea passage (coal, some Agri-Products). In such cases, Moisture content is compared at 
shipment point (load-port) and destination (disport) and duly adjusted during claim 
processing. 

Wilful misconduct / Fraud by Insured may be discovered (e.g. negligence, quality issues, 
artificially padded up valuation etc.). 

Insolvency / Financial default of the Carrier (Ship). If vessel gets delayed due to non¬ 
payment of dues (like port dues, crew wages, repairers and suppliers) then claim is not 
covered. This exclusion prompts cargo owners to select a Ship / Ship Owner who is 
financially sound and credit worthiness good. 

At times Cargo Buyers seek only minimum cover of ICC (C) because they rule out most 
of the risks and the cargo value is comparatively low. Eg. iron scrap shipped in a 
container on door to door basis. Conversely the Insurers may deny wider cover under 
ICC(A) if they think that certain risks like theft, pilferage and non-delivery are high. 
Eg. Cigarettes, liquor and ornaments. 

Exclusions :- 

Items 4.1 to 4.6 already covered. 

4.7 & 4.8 : Self-explanatory. There is nothing much to speak on. 


5.0 : IJnseaworthiness of Vessel or Container 
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Unseaworthiness could lead to leakage of sea water into the holds damaging the cargo. 
Overloading of Ship could endanger Safety (reserve buoyancy of loaded vessel) under 
exceptional circumstances leading to sinking of ship in heavy weather. Similarly an 
unseaworthy (unfit) container could lead to leakage of water into the container stowed 
on deck and damage the cargo inside. This could result in a possible claim. 

However if the unseaworthiness is without the privy or the knowledge of the assured 
(Cargo Owner) then this exclusion does not apply. To get over this situation often the 
bulk cargo owners / shippers carryout a Pre-loading inspection of carrying vessel for 
fitness to load nominated cargo. 

Clauses 6&7 : Have already been mentioned 

Along with Exclusions, we have to discuss Warranties also. Warranty is an 
Unconditional Statement that a certain state of affairs exists or will exist; or an 
Undertaking by the Insured to do or refrain from doing a particular act. In Marine 
Insurance there are IMPLIED WARRANTIES of Equal effect . 

Risk is an uncertainty about a Loss. Insurance provides protection against 
consequences of loss. 

Losses : 

Total : Where subject matter insured (cargo) is totally lost or irretrievably lost. 

Abandonment :- If the cargo is extensively damaged and there is hardly any chances 
of recovery (salvage / residual value) then the Insured may abandon the cargo. Then 
Insurers have to take over and dispose off the cargo by auctioning. 

Arranged / Compromised :- is when there is some dispute regarding the extent of 
damage and/or residual value, or the cause of damage or similarly related issues. The 
Insurers and Insured along with attending Surveyors / Consultants may reach a 
compromised or arranged (at times by the Courts or Arbitrators) settlement. 

Partial Loss is when only a portion of the cargo is damaged which could be minor or 
major. 

Deductibles :- are a small percentage of sum insured which relates to quantity of cargo 
below which no claim is paid or this percentage is deducted from the Claim. Generally 
these deductibles are 0.5% (or mutually agreed). At times there are no deductibles at 
all. These Policies are also known as LOG (Pull Outturn Guarantee) Policies. 
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Perils of the Sea, Risks have already been explained earlier. This slide is sort of 
summary recap. 

Fundamental Characteristics of Marine Insurance Contracts 

• Utmost good faith - means declaring complete details of cargo, packing, its special 
hazards (IMDG Cargo or MSDS (i.e. Material Safety Data Sheet) etc. 

• Insurable interest - depends on Contracts of Sale - CIF, C&F, FOB or Warehouse to 
Warehouse. 

• Proximate Cause - is the most effective and originating cause which sets in a series 
(chain) of events, unbroken and uninterrupted by any other dominating cause, that 
resulted in loss or damage to the risk under insurance coverage. 

• Mitigation - The Insured must take all measures to safeguard the cargo and minimise 
the loss. He should behave and take preventive and corrective actions as if he is 

Uninsured. 


• Principal of Indemnity - Market Value of cargo at the time of loss which is varied by 
Invoice Value or Declared Value or Agreed Value concept. 

Common areas of Cargo Claims - 

• Loss of cargo - LOB (Sling loss) Liquid cargo can be lost due to migration 
between ship's tanks. 

• Shortage of Cargo - Covered earlier 

• Damage to Cargo - Covered earlier 

• Wetting - of Steel cargoes can lead to rusting (oxidation). Agri-Products will get 
fungus affected and rot (decompose) and become unfit for use. 

• Fire - already covered 

• Contamination - already covered 

• Breakage - due to lashings getting loose / breaking during heavy weather 

Due to collision impact 
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All Risks - It is likely that the Insured may lodge a claim after say two months. In the 
meantime the insurance cover may have lapsed. Hence there is no way to prove that the 
cover was in force when the loss occurred. 

Edifice of Cargo Insurance Policy 

• Proximate Cause, Insured Perils, Warranties and deductibles already covered. 

• Principle of Indemnity - already covered. 

• Principle of Utmost Good Faith - already covered. 

• Insurable interest - already covered 

Loss Control / Loss Minimisation 


• Vessel selection - because of implied Warranty of sea worthiness and certain 
other warranties inserted by Insurers, a Pre-Loading Survey may be required or 
done as a measure of abundant precaution. 


Vessel 


• Age :- Older ships are likely to have more problems with water tightness etc. 

• Flag :- Ships registered in Flags of Convenience (FOC) conventionally have 
poorer standards. 

• Type of vessel may not be suited for the nominated cargo. You may have a tween 
decker and Steel Coils are to be loaded. Then you will have to drag the cargo 
leading to possible damages. 

• Class means classed by Classification Society. This ensures that certain 
acceptable standards are maintained. Class Entry is not compulsory. But made 
necessary as getting an Insurance Cover or P&I Cover is almost impossible 
without Class. 

• Management : Good management of vessels ensures better maintained 
vessels with good credit worthiness. Hence factors leading to vessel (ship) 
related losses are minimised. 
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Cargo : 

• Operations:- Vary from port to port and at times from berth to berth (e.g. The 
proper or appropriate cargo lifting gear may not be available or available gear 
may be inadequate). 

• Type of Cargo Heavy cargoes and bagged cargoes including Chemicals have 
to be handled carefully. Bags can tear due to usage of Dog hooks. Contents 
spill out leading to spillage loss. 

• Packing Covered earlier 

• Methods of loading / unloading As mentioned above 

• Port peculiarities Anchorage loading / unloading leads to LOB cargo. Sea 
spray on Steel Coils in the barges or lighters. This leads to rusting. 

Sue & Labour Expenses 

The slide is self-explanatory. 

Cargo Claim Processing 

Bill of Lading is generally issued in three Originals. The first one is used for obtaining 
Delivery from the Port. Delivery Orders are issued by the Owners' / Charterers' Agents 
in exchange for surrender of Original B/L duly discharged. 

Invoice is required to establish the cost of the cargo. Packing list gives details of all 
packages and contents thereof of packages. 

Survey Report is the most important document in Claim processing. The contents and 
other relevant issues are indicated in this slide. 

Loss intimation is important and it has to be borne in mind that at times the date of loss 
may fall outside the period of cover. Insurance cover may be taken after the loss has 
occurred at load port or Marine Transit Cover can be taken. 
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Survey Report 

• Nature : means whether cargo is physically / mechanically damaged, whether 
contaminated, shortage in weight, fire / water damaged, loss of cargo, breakage 
comes under physical / mechanical damages, odour tainting also comes under 
contamination (e.g. Tea bags stowed with Onions). 

• Cause : Related to the above nature of loss. One has to go into the 
circumstances, chain of events. 

• When & Where : You have to go through the chain of events, records (such as 
ship's log book, stevedores report, TPD (Third Party Damage) Reports, LOB 
(sling loss) Certificate etc. 

• Extent : Whether partial damage / loss or fully damaged / lost, what percentage 
of loss, whether salvage has residual value etc. 

• Delays : Whether the damages are attributable to delays during some stage of 
journey. 

• Rights of Recovery : Whether Insured has given Notice in Writing (Written 
Notice) to erring Parties viz. Ship's Master and Owners / Charterers' Agents if 
damages noticed on-board or during discharge of cargo, or to Port Authorities in 
case cargo is damaged while in their custody in the Port Warehouse / Transit sheds 
/ godowns. Stevedore damage depends on who appoints the Stevedore (whether 
by Ship Owner or other Parties Charterers, Importers, Consignees etc.). 

• Whether loss or damage occurred within the period of Insurance - this can be 
ascertained from 'where and when loss occurred'. Further from the records 
scrutinised also we can confirm. 

• Warranties - There are warranties that certain cargoes should be stowed under 
deck which means in the Ship's holds. Eg. If steel coils or Agri products are 
stowed on deck, they are susceptible to water damage by sea spray / sea water 
during heavy weather. 

• Packing - For most of the cargoes there are always methods of customary 
packing, then you have Regulatory packing (eg. IMDG cargoes where type of 
packing is mandated). From this information and physical / visual inspection, 
one can conclude whether the packing was adequate or not for intended voyage / 
transit. 
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• Loading / Discharge supervision by Surveyors - Normally Insurers insert such 
a condition as a Loss Prevention / Minimisation / Loss Control measure. This is 
normally done for critical items among project cargoes. Critical items are 
generally defined as items which individually weigh more than 150 M/Tons or 
cost more than US$ 10 million or whose damage / loss would trigger an ALOP 
claim under a DSU (Delay in Start Up) Policy. At times such Survey Supervision 
is also carried out for other traditional cargoes (eg. Peas, Cocoa beans) where 
handling losses can be considerable (due to LOB, spillage from tom / burst bags, 
weighbridge shortages, rain water wetting (on quayside or inside lorries / tmcks 
and storage godowns). 

Additional documents 

These additional requirements throw more light on Cause, Nature & Extent of Loss. 
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I am delighted and honoured to have been asked to speak at this FAIR 
Marine Seminar, even more so that as a Broker from London I have been 
asked to address a gathering of insurance professionals who represent an 
independent, regionally specific, group of insurers and reinsurers, and as such 
feel that we should consider what role London expects and is expected to play 
in today's truly global market. 

By its very nature Cargo is an International business, we are dealing with the 
insurance and reinsurance of goods and merchandise to and from anywhere 
in the world by Land, Air or Water. If it moves, it's Cargo - and sometimes 
even if it doesn't! If it wasn't for the world's Cargo underwriters, brokers and 
support industries International Trade could not, and would not, happen. 
Banks, especially these days, will not lend money to finance an International 
Trade deal without making it a pre-condition of the loan that full insurance 
coverage is in place. 

The traditional heart of the Cargo market has been London but with the 
emergence of regional centres, notably Hong Kong and Singapore in this area, 
and the expansion and growth of domestic markets does the London market 
still have a place or even a relevance to African and Asian Cargo business 
nowadays? 

There have been a number of criticisms levelled at London over the years and 
some of these criticisms have been well founded. London has never shown 
much of an affinity for what is termed 'local market business', even in the UK 
there is a local UK domestic market totally separate and distinct from the 
'London market' so with global domestic markets having a far greater level of 
maturity and self-sufficiency these days what is London for, what does it 
represent and what relevance does it have to International Cargo business 
now and for the future? 
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In order to be able to answer this question we need to consider what we 
mean by 'the London market'. Most people will immediately think of Lloyd's 
but it is also important to remember that all of the major global insurers and 
reinsurers, including Munich Re, Swiss Re, Hannover, Chartis, Royal Sun 
Alliance, Tokio Marine, Mitsui and Axa to name but a few have large 
composite offices in London to specifically access London market business. All 
of the major broking houses have sizeable operations in London conducting 
insurance and reinsurance business from all over the world. In addition to the 
underwriters and brokers all of the major Claims and Recovery Agents and 
Specialist Law Firms have offices, and many their head quarters, in London. 

Ever since the first reports of ship owners and merchants meeting together in 
Edward Lloyd's coffee house in the City of London were reported 322 years 
ago in what proved to be the first insurance transactions in the world Lloyd's 
and the London market has been renown for innovation, these coffee-drinking 
gentlemen founded the concept of insurance in 1688 and we have been 
involved in its evolution ever since. 

The real value of the London market is that it provides a platform for the free 
exchange of ideas and opinions between underwriters and brokers, no where 
else in the world is business conducted in quite the same way. The majority 
of spectators view our face-to-face broking out-dated and old fashioned. 
Where all of the worlds other major financial markets have, theoretically, 
'progressed' to electronic trading platforms the over-riding majority of 
business transacted in the London market is done so by the broker and the 
underwriter sitting down together and negotiating face-to-face. 

As a market practitioner we have fiercely defended this method of transacting 
business as we strongly believe that we would not be able to serve the needs 
of our clients as well on an electronic platform. But why? No other insurance 
market in the world transacts its business face-to-face and they are able to 
service the business in as professional a way as we do in London. In order to 
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understand why, one needs to consider exactly what type of business it is 
that requires this unique way of negotiation. As I have mentioned earlier, the 
London market is not the place for what is termed 'local market business' it 
specialises in the large, the extraordinary, the difficult, the complex and the 
distressed. It is a capacity market and a centre of excellence in all classes of 
insurance. And it is because of the specialist nature of the type of business 
that is placed into the London market, and the expectations that the clients, 
Insureds and Cedants rightly have for their business when being placed into 
London that the way that business is conducted is more than justified. Even 
the current Chief Executive of Lloyd's, Richard Ward, who was previously the 
CEO and Vice-Chairman of the International Petroleum Exchange, and who, 
on his appointment announced that he would be looking to implement 
changes to move towards an electronic trading pattern in line with all other 
major markets has now completely revised his thinking on this as, having 
witnessed the market in action has seen for himself the huge benefits of this 
very traditional system. 

The value of the London market is further enhanced by the various market 
associations and committees which both underwriters and brokers take an 
active part in and where market issues are discussed and the wider market 
informed of any new initiatives and topics of interest. The Cargo market is 
represented in this way by the Joint Cargo Committee which is a committee of 
senior market underwriters elected from the Lloyd's and Company markets 
who meet regularly to formulate views on Cargo market issues and inform the 
market accordingly. They advise the market on current legal issues, court 
cases and general industry initiatives and as a result the London market is 
very well informed. They are supported in this role by the Lloyd's Market 
Association who are the technical advisors to the market co-ordinating the 
information received from surveyors, security advisors, governments, port 
authorities, intelligence agencies and various other agents and 
correspondents throughout the world and are able to communicate this 
intelligence to the market. 
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The Joint Cargo Committee are also the custodians of the Institute Cargo 
Clauses and were responsible for the recent changes which took effect from 
1 st January 2009. The Institute Cargo Clauses were previously updated in 
1982 and they are used as the global industry standard recognised by 
Insureds, banks and domestic markets alike. However, after some 25 years it 
was felt that a review should be initiated and this was done through the 
Lloyd's Market Association by a questionnaire being sent to interested parties 
worldwide. Following amendments and suggestions made by the Joint Cargo 
Committee a guide to the new clauses was published on the LMA's website on 
23 rd May 2008 to which further feedback was received and the new Institute 
Cargo Clauses were available for use from 1 st January 2009. The 1982 
Clauses have not been withdrawn and run in parallel with the new clauses, 
there is, however an expectation that clients and brokers will move to the 
new clauses over time. The new clauses are generally considered to be more 
favourable to the Assured than the 1982 clauses, the main points being as 
follows: 

Side Headings 

The side headings to the Clauses have been modified and placed in a more 
conventional manner above each of the Clauses. 

Definition of the Assured 

The new definition (Clause 1.2) is designed to ensure that both the original 
assured and the assignee are bound by all the terms of the policy. 

Packing and Preparation 

The new Clause (4.3) excludes losses resulting from insufficiency or 
unsuitability of packing where (i) the packing is carried out by the assured or 
(ii) it is carried out prior to the attachment of insurance. 

The Delay Exclusion 

The Delay Exclusion (Clause 4.5), which derives from the Marine Insurance 
Act 1906 s.55 (2)(a), has been modified to take account of changes in the 
legal approach to causation. 

The Insolvency Exclusion 
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The insolvency exclusion used in the Institute Commodity Trade Clauses has 
now been adopted, this is more favourable to the assured by moving away 
from the strict exclusion in respect of loss or damage arising from insolvency 
or financial default to the softer exclusion currently used in Clause 4.6 of the 
Institute Commodity Trade Clause. So the exclusion now only applies where 
the assured is aware, or should be aware that financial default may interrupt 
the voyage and the exclusion will not apply at all when the insurance has 
been assigned to a third party in good faith. 

6. Nuclear Accidents 

The wording of the nuclear accident exclusion in the Clauses has been made 
more consistent with that appearing in the paramount exclusions in particular 
the Extended Radioactive Contamination Exclusion Clause. 

7. The Unseaworthiness Exclusion 

The "unseaworthiness" exclusion currently used in the Institute Commodity 
Trade Clauses which is more favourable to the assured has now been adopted, 
subject to minor modifications. 

8. Terrorism 

A new and clearer definition of "terrorism" has been introduced and this is 
also incorporated into the re-named "Institute Strikes and Terrorism Clauses 
(Cargo)". 

9. Duration of Transit 

The new wording for transit provides cover from shelf-to-unloading, rather 
than warehouse-to-warehouse. 

10. Change of Voyage 

The Change of Voyage Clause has been modified to avoid (i) the technical 
term "held covered" and (ii) to alleviate the harshness of the present rules 
under which, if goods are stolen from the assured in a manner that varies the 
destination of the insured voyage, the risk never attaches. 

11. Benefit of Insurance 

The Benefit of Insurance Clause now omits the antiquated term "inure". 

12. General Updating 
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The new Clauses have generally been amended in accordance with modern 
practice and terminology. In particular, " exclusions " are to be referred to as 
such. The rather old fashioned term " servants " has been abandoned in 
favour of the term "employees". The working party took advice on this issue 
from Professor Grime of the Institute of Maritime Law at the University of 
Southampton. Professor Grime was ideally suited to comment both in the light 
of his work on the Institute Clauses "Insuring Cargoes in the 1990's" and his 
book on employment law. In addition the word " liftvan " has been omitted in 
view of the difficulty over establishing exactly what constitutes a "liftvan". 
The words "subject-matter insured" have been preferred to the more limited 
expression "cargo". 

As I have mentioned already another role of the Joint Cargo Committee is to 
report and advise the market on legal issues concerning our business and this 
includes advice on United Nations and European Union Sanctions and Laws. 
One of the current topics being discussed concerns the UK's recent 
implementation of the 'Export Control Order' following similar regulations 
being brought into effect by the UN and the EU which came into effect in April 
2009 to control the trading of military goods between two overseas 
destinations by UK companies and individuals that operate anywhere in the 
world. It does not apply to the import or export of such goods to or from the 
UK. Those involved in certain types of activity, including arranging insurance 
or reinsurance, must be licensed. Failure to comply is a criminal offence for 
which offenders can be fined and/or imprisoned for up to ten years. As you 
can see, with such penalties this is a subject that is being taken extremely 
seriously by underwriters and brokers alike and the Joint Cargo Committee is 
leading the way in liaising with the Government to establish an understanding 
on this issue as far as the provision of Cargo / Transit insurance is concerned. 

Prior to 2004 the global Cargo market was able to refer to the London Scale 
War and Strikes Rates which were issued by the War Risks Rating sub¬ 
committee of the Joint Cargo Committee. This group of specialist Cargo 
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underwriters regularly met to study and consider the various political and 
social risks and issues around the world provided the market with the 
minimum scale rates for War and Strikes Risks, as defined by the coverage 
afforded by the relevant Institute War or Strikes Clauses, which would be 
loaded, or even 'Held Covered' for those areas considered to be more 
hazardous. This War Risks Rating Scale was referred to and used by Cargo 
underwriters throughout the world but following the enactment of EU and UK 
anti-competition legislation in 2004 the War Risks Rating Committee was 
disbanded. The fact that rates were no longer permitted to be published, as 
that gave the impression that the market was operating as a cartel although, 
in practice, as we all know, the minimum rates were very much negotiable, 
did not remove the needs of the Cargo market to receive some guidance on 
the various risk levels arising from War and Strikes coverage. As a result the 
Joint Cargo Committee has, in association with the specialist intelligence 
company and security advisors Exclusive Analysis, developed the JCC Global 
Cargo Watchlist inline with the Exclusive Analysis Country Risk Assessment 
Evaluation Model (CREAM) which is freely available on the internet and 
categorises countries into Low, Caution, Elevated, High and Severe categories 
providing underwriters with a guide as to whether a risk needs to have a 
surcharge applied, and if so how much, or not. The current Global Watch List 
was up-dated on 10 th May 2010 and this was the 62 nd amendment since the 
first version was published on 9 th June 2004. 

This leads us, rather neatly, on to the very topical subject of Piracy. As a 
Marine peril Piracy has been around for since before Edward Lloyd's time and 
there have always been 'hotspots' around the world, notably the Caribbean 
and the Straits of Malacca. But in recent times the profile and focus has 
moved to the Gulf of Aden and the Coast of Somalia. Between 1 st January 
2008 and the end of March 2010 there had been 406 successful and 
attempted hijacks in this region. Along with the increased use of force by the 
hijackers this presents Cargo underwriters with a real increased risk when 
vessels carrying cargoes that they are insuring transit the affected waters. As 
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the Gulf of Aden is on the main sea route between Asia and Europe the 
consequences of the Pirates' actions is of great interest and concern to the 
Cargo market. Again, in association with Exclusive Analysis, the Joint Cargo 
Committee has sponsored discussions highlighting the issues in order to make 
underwriters fully aware of the hazards. The main point is whether a ransom 
demand can be collected against a Cargo policy - the Institute Cargo Clauses 
(A) are clear in that they provide indemnity for all risks of loss of or damage 
to the subject-matter insured except as excluded and, piracy is not excluded, 
so any physical loss to the cargo caused by piracy would be covered. But 
Ransom? There are a variety of schools of thought and they mainly centered 
around whether ransom should be recoverable as either Sue and Labour or as 
General Average according to sections 66 and 78 of the Marine Insurance Act 
1906 - In the recent English court decision in Masefield v Amlin (2010) the 
judge found that "in reality there was a reasonable hope and perhaps even a 
likelihood that the ship and cargo would be recovered by payment of a 
ransom" the judge further noted that whilst it might be said that payments of 
ransom encourage further seizures, particularly where insurance is usually in 
place, in practice there is little option but to pay a ransom where that is the 
only effective means to remove vessel, crews and property from harm. It was 
also reiterated that the payment of ransom (in these circumstances) is not 
illegal as a matter of English Law, the judge also referred to the majority 
opinion expressed by the Court of Appeal in Royal Boskalis v Mountain (1999) 
that "the assumption .... that payment of a ransom, if not itself illegal, is 
recoverable as an expense of suing and labouring is well founded." Although 
this does not provide a definite decision that ransom payments, in the Gulf of 
Aden / Somalia area, would be collectable as Sue and Labour, as the 
circumstances of each case will differ, it does give the market an idea of 
which way the courts are thinking. 
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From the earliest days Cargo underwriters have had to address changing risk 
factors, over the years these have tended to be improvements, from wooden 
vessels to steel, from sails to engines, the introduction of modern navigation 
and weather forecasting aids, the modernisation of Port facilities and the use 
of aircraft. Probably the single greatest improvement to Cargo risk has been 
the introduction of containerisation, although containers had their origins in 
the late 18 th Century it was the standardisation of containers and container 
handling equipment in the early 1950s that made the biggest impact for the 
Cargo market and world trade. Today approximately 90% of non-bulk cargoes 
worldwide are shipped in container, it has reduced shipping costs, simplified 
distribution and has improved underwriters' risk by increasing security and 
protection against loss or damage. 

These are physical, tangible, improvements which we can all see and 
appreciate. Containerisation has also 'packaged' cargo shipments making it 
simpler to approach from an insurance stand point and enabled domestic 
markets to provide locally delivered cargo insurance solutions. The insured 
values per container are, generally, more limited than on a per shipment basis 
and as such domestic treaties or retentions were able to accommodate. 

The use of air transit for high valued or fragile items, or for fresh food-stuffs 
greatly improves the risk for underwriters as it reduces the time period over 
which a loss might occur and generally reduces the hazards to which a sea 
transit would be exposed to. 

Even for bulk or break-bulk shipments handling methods have improved over 
the years, with the improvement in Ports and Port facilities vessels are more 
likely to discharge directly at the quay rather than through lighters, suction 
loading and discharge of dry-bulk cargoes mitigates the losses experienced 
from grab loading and discharge operations. There have been improvements 
to the vessels themselves and to the navigation and weather forecasting 
allowing vessels to either avoid heavy weather or cope with it much better. 
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There have been many initiatives introduced over the years which have 
improved the risk to underwriters and this has been seen not only by 
reductions in rates and deductibles but also in loss ratios. Having said this, 
and having established that one of the strengths of the London market is 
'distressed' business, there are still many clients who, despite the 
improvements in many areas, still suffer from attritional loss records which 
erode the premium to the point where local markets can no longer 
accommodate such business under their treaties or cannot find facultative 
reinsurance. As the scope of coverage has widened and the territorial limits 
expanded beyond domestic underwriters' knowledge or experience the 
London market has worked in partnership with local Insurance Companies to 
advise upon and assist with delivering solutions for such cases. It is not 
unreasonable to expect that a Cargo underwriter from this part of the world is 
not completely up to date with the particular hazards and risks in writing 
inland transit and storage in Central or South America, it is not something 
that until recently, would have been an issue but as the countries in Central 
and South America become more of a manufacturing base, where traditionally 
this role has been provided by countries in Asia, and cargoes are being 
shipped to Central and South America to be made up into finished goods it is 
imperative that the underwriters who are accepting these risks are fully aware 
of the potential hazards. For years the International reinsurance market has 
realised that in order to write business in a different territory the business has 
to be approached as if you were located in that territory - there is no point in 
approaching a risk in China, for example, in the same way as one would 
approach the same risk in the UK, the globalisation of the world economy 
means that the pressures on domestic Cargo underwriters have increased but 
so, potentially, have the benefits. The premiums which can be earned from 
these large, world-wide accounts can be very attractive for insurers, 
reinsurers and brokers alike but unless the risks and hazards are fully 
understood and considered and the risk underwritten accordingly the losses 
can easily get out of hand. It is very difficult not to be seduced by the large 
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premium accounts but in some sectors the rates and deductibles have already 
reduced to a level where markets are losing interest as they can earn more 
premium and get a better return on capital by writing smaller, better rated 
business. This is particularly relevant when it comes to Oil cargoes. Limits 
rose to such an extent when the oil price reached approximately USD 150 per 
barrel that a large proportion of the overall cargo market was required to 
place these risks. Due to excellent loss records, however, the rates continued 
to reduce, the turnover figures increased dramatically but this was due to the 
increase in prices rather than any increase in volumes. The market was 
affected by the fear of losing the premium rather than actually rating the risk. 
Now that the oil prices are approximately half what they were at the height 
and volumes have not increased, indeed in most cases they have reduced due 
to the Global Financial Crisis, underwriters are receiving a great deal less 
premium for the same risk when the oil prices were last at this level. As 
shipment limits have not reduced in the same way as the oil prices have some 
underwriters are, naturally, considering the balance between line size and 
income. 

If it had not been for the reduced Cargo volumes generally, certainly during 
the last half of 2008 and the first 3 Quarters of 2009 caused by the financial 
crisis and underwriters relying on the traditionally profitable accounts to 
provide them with a base income we may well have seen some underwriters 
looking more closely at the balance of their portfolio. The Financial Crisis has 
put a number of additional pressures on the Cargo Market, the premium 
volume has reduced due to cargo volumes reducing, clients who are under 
their own commercial pressures to reduce costs have looked to seek 
alternative insurance arrangements thereby creating further competition at a 
time when insurers and reinsurers were looking for a period of stability, as a 
result premium volumes have fallen even further. 
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The general consensus is that in some sectors it is unlikely that rates can fall 
any further and all cargo underwriters throughout the world are waiting for 
the end of the financial crisis and volumes to pick up again. 

The recovery has been felt far more quickly here in Asia but Europe and North 
America is still a major export market for this region and whilst the effects of 
the financial crisis are still very real there, recently compounded by the 
deepening crisis in Greece as well as doubts over the financial stability of 
Spain, Portugal and the Republic of Ireland Asia will largely be generating its 
own recovery and growth. Without improved consumer confidence the 
volumes of goods imported will remain low. 

With renewed and growing activity within Asia, reduced appetite from the 
traditional export markets of Europe and North America and the development 
of the BRIC countries of Brazil, Russia, India and China where massive 
investment in infrastructure and industry is taking place it can be seen that 
the opportunities presenting themselves to the Cargo market are always 
changing. Traditional approaches to risk assessment by many domestic 
markets will need to change not only to deal with the different geographical 
spread but also the different ways in which global risks tend to be packaged. 
In recent years, especially in relation to the electronics industry the market in 
this region has seen the introduction of the Stock Through-put Policy which 
due to adverse experience with these types of policies in the late 1980s, 
mainly from the USA, had become a standard exclusion on all Cargo Treaties. 
They have also been the cause of much misunderstanding, the Stock 
Through-put concept was developed in the late 1970s and early 1980s as a 
means whereby a manufacturer could package his many stand-alone, import, 
storage and export policies in one, seamless cover. The problem was that all 
sorts of non-cargo interests were added, including Real Property and fixtures 
and fittings, ending up with it becoming a cheap Property policy. Essentially 
Stock Through-put is a cargo transit and storage policy but due to its 
application to the high-valued electronics industry it requires underwriters to 
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have a depth of knowledge of all the territories where there may be risk 
exposure, this could be in China, Taiwan, Mexico, Brazil or California - each 
territory presenting its own unique set of considerations. It is the experience 
in addressing these considerations that the London market can provide by 
working in partnership with domestic insurance companies by accessing the 
network of intelligence agencies and surveyors as well as the market's own 
experience. 

It is not only in the assessment and acceptance of risks that the experience of 
the London market can provide domestic markets throughout the world a 
current and relevant service, but also, and most importantly when it all goes 
wrong, when claims need to be managed, assessed, agreed and paid. In 
considering the approach to claims settlement, the London market will always 
have one eye focussed on subrogation and recovery and it's close relationship 
with the major Claims Survey and Recovery Agents and specialist Legal Firms 
enables this to be achieved to the benefit of the client and to the local 
insurance companies alike. 

At the beginning of this presentation I raised the question as to what role the 
London Cargo market expects and is expected to play in today's global market. 
Certainly it is relied upon as a capacity provider but it really is so much more, 
the depth of knowledge and experience is truly unique as well as the ability to 
approach and assess almost any risk and find a solution. As far as what role 
the London Cargo market expects to play is concerned I really don't think that 
these days it is really any different to what the world expects of it. The Cargo 
market in London is realistic, it has always been involved in the ever changing 
sector of global trade, it looks to serve its business partners throughout the 
world with a level of unrivalled professionalism, it reacts to challenges and 
provides solutions. 
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Mr. Mark Jesson joined Marsh in 1993 as a junior technician in the marine reinsurance 
division. He learned the basics of the industry there and benefited from gaining very wide 
exposure to Marsh's worldwide client base. He gradually progressed to the point where he 
was handling his own client base, principally in the Middle East. 

In 2002, he joined Park London Limited and successfully migrated most of his book. 

He was part of the consortium which joined Alsford Page & Gems Limited in 2004 with 
a view to a management buy in. Having successfully embedded their book of business into 
APG, he assumed Directorships of Alsford Page & Gems Holdings Limited and Alsford 
Page & Gems Limited, currently responsible for Marine & Specialty at APG. 


E-mail: mailto:vbarnes@apg.net 
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It is probably very difficult to establish when the first cargo insurance was written by an insurer in 
London, but cargo policies were written from the commencement of business in the coffee shop run by 
Edward Lloyd which became the internationally known Lloyd's market. 

In 2010 - today - the Lloyds cargo market offers buyers of insurance a wide range of skill and expertise 
provided by underwriters in the market. 

The underwriters are supported by a large specialist insurance broking community who do the majority 
of the marketing and administration work. 

In the wider context of services offered by the market are the skills of the claims adjuster, surveyors, 
Lloyd’s Recoveries department, Lloyd’s agents and the Salvage Association. Outside the direct market 
have grown specialist law firms who offer an unrivalled professional maritime legal service. 

So what business is currently offered to the London cargo market. Traditionally the London cargo 
market has been able to offer terms on anything that moves by sea, air, road, rail, camel or 
donkey and this is still the case today. Before looking at various types of cargo insured we 
should examine the type of cargo policy most often required. 

It is possible to buy a facultative voyage policy covering a single transit, but the type of cover 
most often required is an open cargo cover which provides protection for all an Assured's voyages 
on a world-wide basis. This is a bespoke, individually designed contract and provided all the 
information is given to the underwriters, through the brokers, all an Assured's requirements can be 
built into the cover. Cover going beyond the standard warehouse to warehouse transit such as 
intentional storage or distribution is often required by Assured's. 

It is important for you to know the level of information required by underwriters to enable them to quote 
the business in the first instance. So what will the underwriter need to know? 

The name of the Assured. Obviously the underwriter will want to know who he is insuring - he 
will probably check his records to see if he has ever previously quoted for this Assured or had 
previous shipments. 

Loss record from previous shipments. This is probably the most important point. There has to be a 
price differential for Assureds who have a good loss record against those whose accounts 
consistently lose money. A question mark will also be raised against an Assured with a poor 
loss record who is looking to move insurers. Have the current insurers asked for a rise in 
premiums or restricted the coverage? Is a poor quality Assured looking to shop around? 


Exact details of the interests to be insured. This is fundamentally important. A detailed list of the 
subject matter to be insured will be a major deciding factor in determination of price. Within a product 



range will be many items with a distinct difference in susceptibility to risk. Take for example the different 
handling procedures accorded to cargo destined for use in the cosmetic industry as opposed to those 
products for human consumption. The risks from an Insurer's point of view is entirely different, but both 
interests may appear on an Assured's schedule of insured property. 

The voyages to be insured obviously a matter of considerable interest to the Insurer. Many factors 
have to be considered. Handling capability at load and discharge ports. Can the vessel load or 
discharge at the quay or are barges used to lighten the ocean vessel. What are the climatic conditions at 
the ports? Are they in areas subject to earthquake, windstorm, flood or other weather related perils? 

How efficient is the processing of goods through the ports? Are there delays in discharging or passing 
through customs? Do customs unstuff container traffic? Are there problems with local disturbances, 
whether strikers or terrorists? But perhaps most importantly what access is there for underwriters' 
surveyors? The market is perhaps fortunate that its network of agents, spread around the globe in 
virtually every port of note are able to respond quickly and effectively to requirements of clients and 
underwriters. 

The type of shipment whether bulk or packaged, containerised or not. Packing is very important 
and an Assured is expected to send his goods in such a way that they are likely to reach their final 
destination safely. After all one would not send eggs in shells in paper bags as loss would be certain. 

Underwriters will need to know the relationship of the insured to other parties involved in the 
contract of sale. In a Free on Board purchase the seller will be responsible for goods up to the time free 
on board ocean vessel when the buyer takes responsibility. In a Cost Insurance Freight sale the seller 
arranges the insurance with rights transferred to the buyer, the insurance policy evidenced by an 
insurance certificate being a freely negotiable document. 

In a Cost and Freight sale the buyer will be responsible for arranging his own insurance. 

One of the most important points is the vessels and shipping lines to be used. To ship goods safely 
Assureds should look to use vessels from top quality ownerships and managements. 


With this information a quote can be put together and fine tuned until there is an acceptable proposition 
for the Assured. 


Going back over twenty years the level of information required by underwriters was much greater. An 
underwriting friend recalls his first day sitting next to a cargo underwriter in Lloyd's and seeing 
a cargo cover for shipments of tea. There was a rate differential for shipments in chests that used 
black Japan nails and various ports of entry into countries were distinguished in the rating. Today 



an Assured would rather have a single rate on his total turnover if at all possible. There is no doubt 
that the greatest single influencing factor on the insurance of marine cargo in the last twenty years is the 
advent of containerisation Cargo shipped in standard size self-contained units has had a marked 
effect on all aspects of overseas transits. Petty theft (stevedores perks) becomes more difficult, 
many damages incurred in conventional load, stowage and discharge have been eliminated 
although a container dropped from a great height or theft of a full container and container fires are 
potentially serious problems! 

From an insurance view point containerisation brings many separate, diverse interests into a 
common unit and the underwriting skill in stipulating within the contract terms specific 
conditions relating to packing, loading, stowage and discharge of a particular interest becomes 
consigned to the history recorded by text books. 

I think it is fair to say that for this large part of break-bulk shipping containerisation made cargo 
underwriting risk assessment an easier job. However, there is still the skill required to charge the 
right price for cargo insurance! 

But there is still an enormous volume of non-containerized cargo moved in both domestic and 
international trade and this is where the London market underwriting skills are best shown. 

In areas of dry bulk shipments cargoes range from foodstuff, fertilizers, and minerals such as iron 
ore and coal. 

The difficulties concerning iron ore shipments have been well publicised and resulted in sad 
loss of life. The London market has particular expertise in this area and attention to the vessels to be 
used is of upmost importance. 

Coal shipments need to be carefully investigated before terms are offered. The different coals 
shipped world-wide have separate properties and characteristics which materially affect the 
susceptability to risk during shipment. The main risk is fire which is very likely if this cargo is not 
handled correctly. The London market has ready access to experts in the coal trade and are able to 
quote for all types of coal shipped worldwide. 


Wet bulk cargoes include mineral oils, vegetable oils and chemicals. When looking to insure any of 
these interests a variety of potential problems face the insurer. With shipments ultimately destined for 
the human food chain contamination is a very real risk. Sensitive vegetable oil can be contaminated 



by cargo carried 5 shipments previously, so by working with Trade Associations the market 
has been able to develop procedures, that become policy conditions or warranties, to ensure 
less likelihood of problems arising. Crude oil and product shipments account for a large volume of 
world trade. The market insures producers, refiners and traders of oil. The coverage varies from 
major casualty cover to full guaranteed outturn where leakage and shortage cover is given based 
on the difference between the certified loaded and discharged volumes in excess of a specified 
percentage. The most worrying feature in the insurance of oil is the age of the tankers used for 
shipment. There have been some very serious casualties and with an ageing world tanker fleet I fear 
there are plenty more waiting to happen. Values insured can be quite large for crude oil shipped on 
the largest tankers afloat, so a total loss would have quite an impact on the market writing the 
business. 

Timber and forestry products are another important sector in overseas trade. The market has 
developed wordings to cover the movement of hard and softwoods, logs, pulp, and paper. In some 
instances cover has included logs being floated down inland waterways to holding pens prior to be 
loaded on the ocean vessel. I would however point out that log shipments around Far Eastern waters 
are not the most popular risk with underwriters because of washing overboard and vessel stability 
problems. 

Hazardous cargoes are often insured in the market and can range from chemicals to explosives. 
Underwriters rely upon shipment in accordance with International shipping regulations, but the real 
skill comes with the underwriter who has the ability to deal with a problem when it arises. 


Metals, of all types, shapes and sizes always make for an interesting discussion with the broker. Often, a 
heavy, dense cargo, rusting, twisting, bending and distortion will be at the forefront of an underwriters 
thoughts when assessing the risk. Packaging and protection from moisture will also be examined when 
the risk is presented. 

Valuable cargo such as bullion, cash, diamonds, fine art, and precious metals always provoke 
questions of security. Specialist surveyors are often instructed to recommend how a transit should be 
carried out. The market also insures exhibition risks where values covered have exceeded US$1 billion. 

One of the main growth areas for the London cargo market as been in the insurance of 
cargoes destined for power generating stations, and other utilities. Financing banks have insisted that 
the consortiums buy not only marine cargo cover, but also loss of profits insurance arising from a 
cargo loss covered by the policy. This has been very much a London cargo market product with the 
wording being developed in the late 1960's by a Lloyd's cargo underwriter. The combined marine 
cargo and loss of profits limits required have been in excess of US$350,000,000 and the 
whole market's capacity has been tested. 


The cargoes shipped often include large generators and turbines. These are often among the critical 
items where damage could trigger a loss of profits claim. To ensure that these big and difficult to 
handle consignments are loaded, stowed and discharged in the most appropriate way, underwriters will 



usually instruct a surveyor from the London Salvage Association to attend and approve all stages of the 
transit including the inland legs. The surveyor will advise on all lifting’s, stowage and will check such 
things as bridge strengths and heights as well as suitability of the roads, when large and heavy 
equipment is being moved. 

The London cargo market also has much 'experience - of the insurance of temperature 
controlled cargoes. Cargoes moved include frozen and chilled meats, fish, fruit, vegetables and 
confectionery. The Institute Frozen Meat and Frozen Food Clauses cater for this most 
specialized trade and often rejection cover is required in addition to the physical damage cover. 
There is a limited market for this type of cover which will protect an Assured whose goods are 
rejected by the government of the importing country. Cargoes such as blood products, special 
medicines and pharmaceuticals may travel packed in dry ice where the length of the transit and 
arrangements for collection and delivery are critical 

Other areas in which the market has particular skills is in the insurance of cargo being transported 
on a towed barge or vessel. Towage risks need very careful consideration. Often the cargo itself 
may be particularly difficult to move by conventional methods so towage is the only available 
option or it may be that the voyage to be undertaken is not served by conventional steamers. There 
may also be more than one barge in the movement which adds to the hazards. Examples of' cargoes 
that move by barge include container cranes, generators, bridge structures, and vessels themselves. 
Underwriters in all cases instruct a warranty surveyor to approve the tug, tow, towage, load, stowage, 
securing and discharge arrangements. The approval will include weather conditions that have to be 
prevailing before the voyage can commence. When vessels are towed with cargo on board it normally 
follows a casualty or a problem with the ships machinery. Towing a dead ship with no means of 
propulsion is always difficult and it is very important for underwriters to have the full facts at their 
disposal prior to quoting. 

Allied to towage risks are shipments on semi-submersible vessels where the cargo floats onto the 
submerged mid-section which is then raised into the carrying position. The reverse procedure happens at 
discharge. The most common cargoes on this type of shipment are drilling units, yachts, craft, barges 
and ocean vessels. Once again underwriters will often require a warranty surveyor to be in attendance. 


Another area in which the market has particular expertise is in the insurance of high valued, 
sophisticated, delicate equipment. A good example of this and of how the cargo market responds to its 
clients needs is in the insurance of satellites and associated equipment in transit. The finished satellite 



manufactured in various parts of the world is required to be sent to the launch site. This is a 
conventional cargo risk, but the Assureds also require cover whilst the satellite and equipment are 
integrated with the launch vehicle, whilst being moved to the launch pad until the time of intentional 
ignition, when the launch policy written in the space market takes over. The cargo market have been 
writing this type of insurance for many years and have been instrumental in developing the cover 
required by our Assureds. 

Cargo business in the London market is 'written as both direct and reinsurance. Reinsurance for 
other writers of cargo business both in the domestic and international markets is available 
on a facultative basis, as a quota share, as a surplus or on an excess of loss basis. Reinsurance 
offers London insurers the opportunity to participate in business that might otherwise be unavailable to 
them by reasons of local legislation governing insurance. 

Where the local insurance companies retentions are low reinsuring underwriters will usually insist on a 
Claims Control Clause, so that claims over a certain level are handled directly from London. 

The cargo market provides capacity and expertise on an excess of loss placement, which may be for 
single peak exposures or for an individual account or over the whole of a direct writers account. 

The market underwriters also specialise in particular geographical areas. Of current interest is the 
growth of cargo business in transit to and from the former USSR. 

Some of the market's leading underwriters have been traveling to this area and have built up 
knowledge of the hazards and problems associated with the many different regions. Contacts have 
been made with local surveyors, adjusters, security firms and insurers. This has enabled the London 
cargo market to be at the forefront of this expanding business area. 

I mentioned briefly at the beginning of my talk the claims services. This is the most important area of 
our business. The ability to respond to claims is underwriters 'shop window'. The London 
market has many experienced claims adjusters, and surveyors. The market is also very well 
served by its world-wide network of agents many of whom have claims settling authority. This is a 
very valuable part of the overall claims service. For Assureds' exporting goods it is vital that their 
customers (the receivers of the goods) have ready access to a local surveyor to establish the cause of 
loss, who also is able to pay valid claims. The market claims adjusters also assist in loss mitigation. 
Prompt action by specialist firms of surveyors can result in immediate measures being taken to 
process or filter or sell damaged cargo in order to reduce what may otherwise have been a total loss. 

Once a claim has been paid there is often a possibility of recovery action against the third party carrier 
or bailee. Once again the market is very well served in this area by the Lloyd's Recoveries 
Department who see claims files at an early stage in order that rights of recourse can be enforced. 

The Lloyd's Agency system as well as providing an important part of the market's claims service 
also provides world-wide shipping information and general intelligence. This means that the 



market's underwriters are able to react very quickly to political, climatic or economic changes which 
is so important when underwriting an international account. 

It is also worth mentioning that the London market elects the Joint Cargo Committee from the body of 
Lloyd's and ILU underwriters. The committee acts as a focal point for all matters of interest 
pertaining to cargo business from the domestic and international markets. 

The London market has the custodianship of the Institute Cargo Clauses which are regularly reviewed to 
ensure that coverage keeps pace with changing times. These clauses are used widely by other insurers 
worldwide. 

We have touched very lightly on a few areas that the market writes, which I hope will have been of 
interest. The London Cargo Market looks forward to meeting the challenges of the future with much 
enthusiasm as underwriters face constant competition for business, but I feel, when compared to 
other markets, Lloyds Underwriter and their network of brokers including APG and some of my other 
colleagues from the London Broking Community, offer our clients the most professional service 
available. 
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Mr. Robert Dalton has over 30 years of loss adjusting experience and has spent the last 25 
years working as a home foreign adjuster. Currently he is Cunningham Lindsey's 
European Regional Director responsible for operations in eleven European countries. 

Lie has dealt with all classes of business in over 100 countries worldwide but with a 
particular focus on Industrial All Risks, claims within the petrochemical, steel, paper and 
other process industries. In addition, Robert has extensive experience in Employee Theft 
and Product Liability losses. 

He is also one of Cunningham Lindsey's leading catastrophe team managers having 
dealt with Windstorm and Earthquake catastrophe losses on a worldwide basis. 

E-mail: rdalton@cl-int.com 



Mr. Kevin Scott has over 25 years of engineering experience having being involved in 
many diverse industries, including petrochemicals, heavy electrical engineering, timber 
processing, insurance inspections and valuations, claim investigations and the 
preparation of risk surveys for insurers / reinsurers. 

Kevin started his career with the Mobil Oil Company in the UK and during his period 
of training obtained a Higher National Certificate in electrical engineering. He then 
worked in the building services sector as a maintenance engineer prior to moving to 
Saudi Arabia as an electrical commissioning engineer. During this period Kevin was 
directly involved as supervising commissioning engineer at many gas and steam turbine 
installations throughout the Middle East and Africa. He is also one of Cunningham 
Lindsey's leading catastrophe team managers having dealt with Windstorm and 
Earthquake catastrophe losses on a worldwide basis. 


E-mail: kscott@cl-int.com 
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Slide 4 - Hurricane Katrina from Space 

Here we see a magnificent satellite photograph of Hurricane Katrina which amply illustrates 
the awesome power of a Category 5 Windstonn. 

To the left of the slide can be seen the “Florida Panhandle” and to the upper centre the Gulf 
of Mexico coastline of the Southern. The clearly defined “eye” is readily visible. 

Hurricane Katrina was the costliest hurricane, as well as one of the live deadliest, in the 
history of the United States. Among recorded Atlantic hurricanes, it was the sixth strongest 
ever. Fonning on 23 rd August (2005) it finally dissipated on 30 th August. With wind speeds 
of 280 Km/hr (for sustained periods of up to one minute) Katrina had immense destructive 
power. 

At least 1,836 people lost their lives in the actual hurricane and subsequent floods making it 
the deadliest U.S. hurricane since the 1928 Okeechobee storm. Hurricane Katrina was the 
largest natural disaster in the history of the United States. The total damage was quantified at 
over US$ 100 billion more than twice the damage wrought by Hurricane Andrew in 1992. 
Most of those who died lived in New Orleans which flooded as the levee or dam system 
failed; in many cases hours after the storm had moved inland. Eventually 80% of New 
Orleans and large tracts of the surrounding hinterland became flooded. However, the worst 
property damage occurred in coastal areas, such as all Mississippi beachfront towns, which 
were inundated within hours. Boats and other marine craft rammed buildings, pushing cars 
and houses inland, with waters reaching 10-19 km from the beach. 

Nearly five years later, thousands of displaced residents in Mississippi and Louisiana are still 
living in temporary accommodation. 

Slide 5 - Cunningham Lindsey 

Cunningham Lindsey is one of the two largest loss adjusting and claims management 
companies in the world. We offer a unique blend of stability, innovation and technical ability 
across a variety of disciplines. 

Cunningham Lindsey understands the challenges that Insurers and Reinsurers face and can 
offer claims handling, domestic and commercial loss adjusting, catastrophe or major loss 
claims handling and claims management assistance on a global basis with an operating 
platfonn of over 6,800 employees, in 600 offices throughout 65 countries. 
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In early 2009, Cunningham Lindsey acquired the GAB Robins' international businesses and 
their forensic engineering firm, EFI Global. This acquisition has enhanced our position as a 
leading provider of loss adjusting and claims management services to the global insurance 
markets. The combination of these two businesses with more than a century of experience, a 
known trusted brand and a reputation for delivering an immediate response to claims has 
greatly strengthened our already impressive global footprint. 

Slides 6 & 7 - Constitucion, Chile - 27 th February 2010 

Constitucion is a seaside resort, industrial town and minor port in Chile located in the Maule 
Region, Talca Province. It is situated on a wide peninsular between the Pacific Ocean to the 
west and the Maule River to the east. 

At 03:34 hrs on Saturday 27 ,h February 2010, a severe earthquake struck Chile. The 
earthquake of magnitude 8.8 on the Richter Scale was the seventh strongest earthquake ever 
measured. The epicentre was located offshore at a depth of 35 km about 70 km south of 
Constitucion. 

A tsunami followed the earthquake causing devastation to a number of coastal towns and 
villages with significant loss of life. Abnormally high sea levels after the tsunami caused 
sustained coastal flooding of low-lying land. 

In Constitucion, there was extensive and severe damage to buildings in the old 
town centre. Many of the buildings were of traditional construction using adobe whilst 
buildings of more modern construction survived. In addition, the tsunami struck low-lying 
parts of the town with the same area being affected by the sustained resultant flooding. Initial 
reports were that an estimated 350 people died in Constitucion alone from these events. 

In these very unusual photographs (it is very rare to obtain “before and after” shots such as 
these) we can see the devastation wrought by the tsunami that accompanied the earthquake. 
Only part of one of the buildings featured in Slide 6 can still be seen in Slide 7. 

Slide 8 - Topics for Today 

In our presentation today we will be looking at three main topics: 

• Different Types of Catastrophe 

• Pre-Catastrophe Planning 

• Post Catastrophe Actions 

Perhaps not surprisingly different types of catastrophes present different practical problems 
which go a long way towards shaping the loss adjuster’s response. For example a devastating 
Caribbean hurricane such as Hurricane Ivan in 2004 required an entirely different reaction to 
that necessary following the extensive flooding of the Czech Republic in 2002 which in turn 
was very different to our response to the recent Chilean earthquake. 
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We will see that Pre-Catastrophe Planning is just as important as our Post-Catastrophe 
response for a whole host of reasons and, hopefully, understand that you can never be too 
well prepared for the next catastrophe which might be “just around the corner”. 
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Slide 9 - Types of Catastrophe 

Windstorm (or Tropical Cyclone) 

The term "tropical" refers to both the geographic origin of these systems, which fonn almost 
exclusively in tropical regions of the globe, and their formation in maritime tropical air 
masses. The term "cyclone" refers to such storms' cyclonic nature, with counter-clockwise 
rotation in the Northern Hemisphere and clockwise rotation in the Southern Hemisphere. 
Depending on its location and strength, a tropical cyclone is referred to by names such as 
Hurricane, Typhoon, Tropical Storm, Cyclonic Storm, Tropical Depression, and simply 
Cyclone. 

While tropical cyclones can produce extremely powerful winds and torrential rain, they are 
also able to produce high waves and damaging stonn surges as well as spawning tornadoes. 
They develop over large bodies of warm water, and lose their strength if they move over 
land. This is why coastal regions and, in particular, islands can receive significant damage 
from a tropical cyclone, while inland regions are relatively safe from receiving strong winds. 
Heavy rains, however, can lead to significant flooding inland, and stonn surges can produce 
extensive coastal flooding up to 40 kilometres from the coastline. 

Flooding 

A flood is an overflow of an expanse of water that submerges land. The European Union 
Floods Directive of 2007 defines a flood as a temporary covering by water of land not 
normally covered by water which makes what could amount to a catastrophe sound almost 
manageable! Flooding may result from the volume of water within a body of water, such as a 
river or lake, which overflows or breaks its boundaries or may result from tidal surge (from a 
Windstorm for example) or from a tsunami as we have already seen. 

Floods often cause damage to homes and businesses if they are placed in the natural flood 
plains of rivers and can be devastating particularly in terms of loss of life. For example it is 
estimated that almost four million people perished in the floods in China in 1931. Whilst 
flood damage can be virtually eliminated by moving away from rivers and other bodies of 
water such measures are contrary to human nature. People have always lived and worked by 
water to seek sustenance and capitalise on the gains of cheap and easy travel and commerce 
that proximity to water brings. That humans continue to inhabit areas threatened by flood 
damage is evidence that the perceived value of living near the water exceeds the cost of 
repeated periodic flooding. For us though the question is how the insurance industry 
responds to such behaviour. 

Earthquake/T sunami 

Although we have already mentioned tsunamis in connection with flooding we should also 
stress their connection with the peril of earthquake as we will see later. 

Some of the most devastating damage imaginable is caused by earthquake which is the result 
of a sudden release of energy in the earth's crust that creates seismic waves. The moment 
magnitude of an earthquake is measured on the Richter Scale with a magnitude 3 or lower 
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earthquake being mostly imperceptible and magnitude 7 or greater probably causing serious 
damage over large areas. Much loved by the media the Richter Scale might be misleading to 
us at is logarithmic and really gives us no more than an indication about the effects any 
earthquake might have. Intensity of shaking (and perhaps a more accurate measure of 
physical damage to buildings etc) is measured on the Mercalli Scale which ranks 
earthquakes from I (. Instrumental) to XII ( Catastrophic). 

The most recent devastating earthquakes have been: 


Izmit, Turkey 

1999 

45,000 Killed 

Indian Ocean (with tsunami) 

2004 

230,000 Killed 

Kashmir 

2005 

79,000 Killed 

Sichuan Province, China 

2008 

69,000 Killed 


Terrorism 


Until 11 th September 2001 none of us may have thought of the risk of Terrorism as a 
possibly catastrophic event. However, this was all changed by the attacks on New York’s 
World Trade Centre that day. There are very few people who could have watched the media 
coverage of the unfolding events and not concluded that things would be different going 
forward. 

Not only was there enormous property damage but the knock-on effect in terms of economic 
loss and business interruption was incredibly significant. By the end of the week of the 
attacks the Dow Jones Industrial Average had fallen 1,370 points (14.3%), its then-largest 
one-week drop in history. U.S. stocks lost US$1.4 trillion in value for the week. 

Economist and Crisis Consultant Randall Bell was retained by the City and State of New 
York to compute the economic damages to The World Trade Centre site. He writes in his 
book, Strategy 360 : 

"The World Trade Centre damages, estimated by the New York City Mayor's Office, 
were staggering. Clean up and stabilization of the WTC site - US$9.0 billion; 
Repairing and replacing damaged infrastructure - US$9.0 billion; Rebuilding the 
World Trade Centre as smaller buildings - US$6.7 billion; Repairing and restoring 
other damaged buildings - US$5.3 billion; Lost rent of the destroyed buildings - 
US$1.75 billion." 

In New York City, about 430,000 job-months and US$2.8 billion in wages were lost in the 
three months following the 9/11 attacks. The economic effects were mainly focused on the 
city's export economy sectors. The city's GDP was estimated to have declined by US$27.3 
billion for the last three months of 2001 and all of 2002. 

Again the response that this incredible event necessitated meant that a novel approach to 
catastrophe adjusting had to be developed. In crowded downtown Manhattan proprietary 
holdings were complex with many leaseholds and cross-interests. In addition the widespread 
nature of the incident and its impact on the financial district meant that many inter- 
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dependency issues had to be evaluated and understood. Claims were complex and time 
consuming and therefore a vital part of the response was to assemble the personnel with the 
correct skill levels to handle the situation. 

Slide 10 - Industry Pre-Catastrophe Planning 

Monitoring of Weather Systems 

It is vital to us as adjusters that we know as far as possible in advance of any impending 
natural disaster which might impact upon policies or insurance treaties. Obviously this is 
impossible with some types of catastrophe. Whilst we know that there are likely to be 
earthquakes in some places at some time in the future no-one knows when these will come. 
Windstorms are more predictable or “forecastable” though. We know quite accurately the 
times of the year and regions in which they are likely to occur and weather satellite 
monitoring enables storms to be tracked and their future paths projected with great accuracy. 
Several days warning is often possible. A good example is the website of the National 
Oceanic and Atmospheric Administration which is regularly updated with windstorm data 
and is particularly valuable in connection with Caribbean hurricanes. 

Claims Department Liaising with Underwriters 

It goes without saying that liaison between the Claims Department of an Insurer or a 
Reinsurer with the company’s or syndicate’s underwriters is vital in advance of a 
catastrophe. In this way a “joined-up” approach on behalf of the Insurer/Reinsurer can be 
presented and such matters as policy coverage and the location of risks pre-determined. 

Cedant and Reinsurer Discussions and Agreement on Claims Handling 

This follows on from our last point. Both the Cedant and its Reinsurer need to have a 
common understanding of what coverages are in place on what basis. Who will handle the 
claims if a catastrophe occurs and what will the channels of communication be? 

In addition what information will the Reinsurer require from its Cedant in order that funds 
can be transferred? Today many Reinsurers do not insist upon formal reports from loss 
adjusters prior to making at least payments on account but are content to rely upon 
spreadsheets completed by the loss adjuster incorporating the data they require. 

Claims Philosophy - Reinstatement vs. Actual Cash Value 

This is another aspect that Cedants and Reinsurers would be well advised to discuss in 
advance of any catastrophe. 

There are many policy forms still out there particularly in more remote locations. Do the 
Cedant and the Reinsurer know what claims philosophy will be applied in advance? Whilst 
most policies today are written on a reinstatement basis in what circumstances might ACV 
settlement come into play? In the event of underinsurance for example? 
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Cedant/Insurer/Broker Discussions 


This is the final side of the triangle of Industry Pre-Catastrophe Planning. It is clear that a 
broker representing any Insured with exposure to a catastrophe must have a clear 
understanding of the coverage in place for their client the Insured and what is to be done to 
assist in the investigation and handling of catastrophe losses. 

Slide 11 - Adjuster’s Pre-Catastrophe Planning 

Nominations 


Clearly if a loss Adjusting company kn ows that it is nominated in the policy or treaty in 
advance of a catastrophe it enables a more disciplined and constructive response. Resources 
are easier to organise and allocate. 

Personnel 


Not only are the correct number of personnel required but, and as we have seen with 9/11, it 
is important that they have the correct level of experience and appropriate skills. Naturally 
this needs advance preparation. 

Local Agents 


In many locations which are prone to the effects of a catastrophe it cannot be worthwhile for 
an international loss adjuster such as Cunningham Lindsey to maintain a full time office. It is 
simply not economically viable. 

Accordingly, loss adjusters establish agency relationships in such locations. In our case a 
good example is Grand Cayman. In 2004 when Hurricane Ivan devastated the island our 
local agent (with whom we have had a relationship for many years) was critical in organising 
the resources mentioned below. This gave us an immediate foothold as personnel began to 
arrive post-hurricane and enabled resources to be speedily deployed. 

Resource Availability 

The slide shows the areas where we would be likely to concentrate our efforts in advance of 
a catastrophe. These are practical issues which need careful consideration and planning. 

They may appear to be self-evidently required but achieving workable accommodation, 
office space and communications in a disaster zone is not always straightforward. 

Slide 12 - Typical Adjusters’ Support Team 

Again the response of a loss adjuster will vary from catastrophe to catastrophe and again as 
we have seen what might be relevant in one situation will not be relevant in another. We did 
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not need Spanish speakers in Grand Cayman but fluency in this language was a huge 
advantage following the recent Chilean earthquake. 

It is very worthwhile for an adjuster to keep a database of industry experts who can be called 
upon as necessary. In the Czech Republic floods in 2002 Cunningham Lindsey was 
appointed in connection with a loss involving a textile mill which had been badly flooded. 
We were able to deploy an expert engineer who not only had an intimate understanding of 
the bespoke machinery within the mill but who also had access to a replacement pricing 
database and replacement machinery. 

Slide 13 - Problems & Solutions - Administrative 


As an adjuster responding to a catastrophe situation it is critical that resources are deployed 
in the most efficient and cost-effective way. Nothing less would be expected by our 
Principals. 

The natural expectation of any Cedant, Insurer or Reinsurer of a company such as 
Cunningham Lindsey International is what we see on this particular slide. 

The first five of these bullet points are only to be expected from an International Adjuster. It 
is, if you like, the “Modem Way”! Without such a response it is difficult to see that any 
catastrophe loss could be adequately dealt with. 

Quality control and integrity is a keystone for the adjuster. At the end of the day any 
adjusting company stand or falls by the regard its Principals have for its impartiality and 
quality. In one word “Integrity”. If this is undermined in any way, shape or fonn then the 
Adjuster’s product becomes devalued or probably worthless. 

We have also mentioned in this slide a Review of Values at Risk, First & Final Reports and 
Preparation for Auditors. 

The first of these topics is a “natural” concern. It may have been many years since any 
particular location has been hit by a catastrophe of whatever kind. It is only correct in 
industry terms that such a situation is regarded as an opportunity to fully consider the 
adequacy of sums insured on all insurable risks. 

At the end of the day it may well be that, for example, a Caribbean island has not suffered a 
catastrophic windstorm for many years but that VAR’s have “drifted”. In an economic and 
commercial sense this is untenable and the correction of such issues gives a Cedant and their 
Reinsurers the opportunity to put matters back on an “even keel” which will only serve the 
greater good. 

We have already alluded to the practicalities relating to a catastrophe situation. Any 
Reinsurer might ask themselves whether, in such a situation, they would really wish to 
receive more than one report if this is all that is really needed! 
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Finally, in more recent times it has become the practice of some Treaty Reinsurers to appoint 
“Auditors” to examine, after the fact and from a considerable distance, the reports of 
catastrophe adjusters and the submissions made by Cedants to their Reinsurers. As 
“catastrophe experienced” Adjusters Cunningham Lindsey are of course aware of what is 
required in this regard. 

Slide 14 - Problems & Solutions - Practical 


This slide effectively speaks for itself. At the end of the day this is the bedrock of 
“Catastrophe Adjusting”. These are aspects of our job that we must attend to at all times but 
are particularly important in the earlier stages of our deployment. 

Apart for the very basics of existence, food, shelter, sanitation etc a successful catastrophe 
adjusting exercise depends upon communication as we have already seen. It is therefore 
critical that we are able to access the internet and have power for computers. It is always to 
be hoped that the cellular telephony in any area has withstood the catastrophe to a significant 
extent and usually this is the case. 

Experienced management personnel have a number of key roles to play of course but two of 
the most important are maintaining morale (and it is very easy for this to begin to ebb away 
in an uncomfortable and even harsh environment with few or no comforts) and knowing the 
limitations of what can be achieved within what timeframe. This latter consideration is 
significant as “overpromising” on timescales and the number of claim settlements raises 
expectations to an unrealistic and damaging level. 

Finally, and possibly surprisingly, one of the most practical considerations of all is simply 
being able to find damaged locations. All too often on a Caribbean island there are no road 
signs, no road names and no house numbers or names! 

Slide 15 - Management Organisation & Tools 

This slide is an illustration of what any Cedant and Reinsurer would expect of an adjuster 
immediately prior to and immediately after the deployment of the first resources. 

It is easy to envisage that a major Reinsurer in one of the traditional markets such as London, 
Munich, Zurich, Paris or New York is going to want to kn ow the “bad news” as quickly as 
possible so that they can begin to allocate their own resources correctly and efficiently. In 
this regard even a relatively rough estimate of the number and value of losses will be of great 
assistance to them. Accordingly, the more accurate an estimate is the better but clearly with 
the passage of time such numbers will become more refined anyway. It is easy to appreciate 
that any error in the reporting of initial claim numbers, but more importantly the 
approximate value of such losses, can lead to huge issues. No Cedant or Reinsurer is going 
to welcome an adjuster telling them that all of their reserves now have to be doubled or 
trebled! 


11 




Continuation / 12 


Cunninaham 


lanai 

OLi 


Slide 16 - Initial Measures 


This takes us neatly to this slide where the activity taking place immediately after 
deployment is described. 

We have seen already that there is naturally pressure for reserves to be advised and adjusters 
will always do their best in this regard as they know it is the very foundation of such an 
exercise. Beyond this they need to concentrate on organising their resources and the 
activities and considerations listed on this slide are really self-explanatory. 

Slide 17 Different CATS = Different Problems 


With this slide we wanted to highlight that different catastrophe situations in different 
countries bring different problems. 

In the Caribbean many small but fairly densely populated islands (which will have many 
losses) are in normal times highly regulated in terms of both the movement of currency and 
the ability to undertake employment. On many occasions we have had difficulties with 
obtaining temporary work pennits which have hampered our effectiveness at least for a short 
while. Usually local Insurers are able and very willing to assist. 

Security issues are often relevant. In Hurricane Hugo in St.Croix, USVI in 1989 the local 
prison was broken open and many dangerous inmates escaped. US Marshalls had to be 
brought in to recapture them. In other areas of the island there was extensive looting and the 
breakdown of law and order resulting in a night-time curfew. Recently in Haiti our personnel 
have had to be most careful in visiting some locations again due to the instability after the 
tragic earthquake. 

Some catastrophes inevitably take on a political dimension and both 9/11 and Hurricane 
Katrina are good examples of this. Statements from Central and Local Government may be 
justified, well intended or just ordinary politics but the effect is often the same. Access is 
likely to be restricted which hampers our ability to assess the situation. 

A language barrier is an obvious problem. Naturally we can acquire translators to deal with 
both site visits and documents but this is not as efficient as a common language. If there is 
likely to be a language barrier this is an issue that needs to be factored in at an early stage 
both in terms of time and expense. 

In some catastrophic situations transport links are disrupted or it might be out of the question 
to locate a catastrophe adjusting team near to the losses themselves. In the Kobe Earthquake 
in Japan in 1995 it was impossible to get to many losses except on foot as the roads were so 
badly damaged. This meant that only one loss could be seen per day as a walk of up to 
3Ok ms was involved! In Hurricane Katrina all accommodation near to the Gulf Coast or New 
Orleans was damaged, embargoed or reserved for Federal officials. Round trip journeys 
(even if the Insured could be found!) of up to 1,000 kms were quite common. 
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Finally, we sometimes have to cope with local market practices which hamper progress. In 
the recent Chilean earthquake we discovered that local convention and market practice 
required that a Chilean loss adjuster be involved in every site visit regardless of where the 
insurance of any risk might ultimately be placed. This was of course a logistical nightmare 
given the number of losses that had to be visited. 

Slide 18 - Czech Floods - 2002 


This slide shows the eastern bank of the River Vltava in Prague just upstream of Prague Old 
Town which is a UNESCO World Heritage site. Fortunately most of the Old Town was 
spared from the flooding due to the advance warning of the rising river levels and a system 
of temporary partitions which raised the river wall in critical areas. 

To put this flooding in context, the flow meter positioned within the Vltava in central Prague 
has an upper limit of 5,300m 3 /sec. This level was easily exceeded and it is estimated that at 
its peak the Vltava was flowing at more than 8,000m 3 /sec. The nonnal flow rate of the river 
is 150m 3 /sec. 

Slide 19 - Czech Floods - 2002 


One of the worst affected areas in the Czech Republic was around the town of Melnik south 
of Prague. This is a photograph of the area where a vast lake developed engulfing both 
residential and commercial areas. 

Slide 20 - Czech Floods - 2002 


This slide shows the Spolana chemical factory about 40 kms north west of Prague adjacent 
to the River Labe or Elbe which can clearly be made out flowing from the top centre of the 
slide to the lower left corner. 

The claim in respect of Spolana’s PVC factory had many unique features which exercised all 
concerned very greatly indeed. 

Slide 21 - Boxing Day Tsunami - 2004 

We have already seen the huge human cost of the Indian Ocean earthquake of 2004. This 
remarkable picture was taken in Sri Lanka and shows very vividly the moment the tsunami 
came ashore. 

Slide 22 - Boxing Day Tsunami - 2004 

The aftermath of the tsunami in Sri Lanka. 
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Slide 23 - Hurricane Ivan - Grand Cayman - 2004 

Although not as dramatic as the previous slides we have included this image of a filling 
station in Georgetown, Grand Cayman to illustrate the point that even relatively minor 
damage needs to be addressed and dealt with. Somehow, and particularly when the whole 
island was also very badly damaged, this location has to be cleared up, repaired and re¬ 
opened. In the interim it cannot sell fuel like many other filling stations on the island leading 
to transport problems and so on. 

Slide 25 - Future Catastrophes? 

As the last slide demonstrated it is true that we cannot foretell the future (well not exactly 
anyway) unless we have supernatural powers! What we do know is that there will be 
catastrophes and to an extent as we have already mentioned we know where these might 
happen just not when. 

The Las Palmas tsunami will occur when a huge chu nk of this island eventually slips into the 
Atlantic Ocean. Experts agree that it is not if this takes place it is when and then what the 
effect will be. Some predict a massive wall of water possibly in excess of 50m high making 
landfall on the eastern seaboard of the US. 

A similar tsunami is likely in Hawaii if the Kilauea Volcano increases its activity. Again a 
massive rock slide will displace billions of tonnes of water engulfing Honolulu. 

Quite simply, we kn ow that Tokyo, California and Istanbul for example will have 
earthquakes at some point in the future and these may be disastrous. We can only be 
prepared for these in terms of building in accordance with earthquake codes and learning 
from past experiences. 

There are 16 “Decade Volcanoes” identified by the International Association of Volcanology 
and Chemistry of the Earth's Interior as being worthy of particular study in light of their 
history of large, destructive eruptions and proximity to populated areas. They are named 
Decade Volcanoes because the project was initiated as part of the United Nations-sponsored 
International Decade for Natural Disaster Reduction. Examples include Etna and Vesuvius 
so Italy is somewhat unlucky to have two! 

We have already talked extensively about windstorms so we will not dwell on these. Again 
they are inevitable and forward planning is essential. 

Climate Change represents a threat for the future virtually anywhere in the world with an 
increased risk of flooding. In slides 26 and 27 we can see images of London’s Thames 
Barrier. 

Completed and opened in 1984 the barrier was originally designed to protect London against 
a significant flood level with a return period of one-thousand years, to the year 2030, after 
which the protection would decrease. 
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This defence level included long-term changes in sea and land levels as understood at that 
time (c. 1970). Since then, and because of climate change, a greater rate of sea level rise has 
been identified. Based on current estimates, and following improvements, the barrier will 
cope with projected sea level rises until around 2060-2070. The problem is that this may 
change again! 

Slide 28 - Conclusions 

Hopefully what we have outlined today will make these conclusions readily apparent. We 
know catastrophes are coming and we are doing all we can to plan for them. In many ways 
this planning can never be all encompassing but what we hope to leam each time is how we 
can do things better the next time and achieve a satisfactory outcome for all concerned. 
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Introduction: 

Piracy, in layman’s language, is a war-like act committed by private parties (not affiliated 
with any government) that engage in acts of robbery and/or criminal violence at sea. It 
does not normally include crimes committed against persons travelling on the same 
vessel as the perpetrator (e.g. one passenger stealing from others on the same vessel). The 
tenn has been used to refer to raids across land borders by non-state agents. 

Maritime piracy, according to the United Nations Convention on the Law of the Sea 
(UNCLOS) of 1982, consists of any criminal acts of violence, detention, rape, or 
depredation committed for private ends by the crew or the passengers of a private ship or 
aircraft that is directed on the high seas against another ship, aircraft, or against persons 
or property on board a ship or aircraft. 

The International Maritime Bureau (IMB) defines piracy as: the act of boarding any 
vessel with an intent to commit theft or any other crime, and with an intent or capacity to 
use force in furtherance of that act 

Piracy in the modem world is meant to include a variety of activities/ incidents including 
Boarding, Extortion, Hostage taking, Kidnapping of people for ransom, Murder, 
Robbery, Seizure of items or the ship and Shipwrecking done intentionally to a ship and a 
host of other means by which the Ship and cargo and/ contents therein are taken by 
organised gangs of Robbers/ Thieves operating in the High Seas. 


Piracy - Some History: 

Piracy is not something that started with Somalian Piracy that you are more familiar with 
today; piracy has existed for as long as the oceans were plied for commerce. The earliest 
documented instances of piracy are the exploits of the Sea Peoples who threatened the 
Aegean and Mediterranean in the 13th century BC. Ancient history has termed Illyrians 
and Tyrrhenians as pirates. 

In the 3rd century BC, pirate attacks on Olympos (city in Anatolia) impoverished it. 
During the 1st century BC, there were pirate states along the Anatolian coast, threatening 
the commerce of the Roman Empire in the eastern Mediterranean. On one voyage across 
the Aegean Sea in 75 BC, even Julius Caesar was kidnapped by Cilician pirates and held 
prisoner in the Dodecanese islet of Phannacusa. He maintained an attitude of superiority 
and good cheer throughout his captivity. When the pirates decided to demand a ransom of 
twenty talents of gold, Caesar is said to have insisted that he was worth at least fifty, and 
the pirates indeed raised the ransom to fifty talents. After the ransom was paid and Caesar 
was released, he raised a fleet, pursued and captured the pirates, and had them put to 
death. 

From the middle ages to the 19 th Century, one of the most widely known and far reaching 
pirate groups were the Vikings, warriors and looters from Scandinavia who spread terror 
and horrors amongst the sea faring traders. They raided the coasts, rivers and inland cities 
of all Western Europe. Vikings even attacked coasts of North Africa and Italy. They also 
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plundered all the coasts of the Baltic Sea, ascending the rivers of Eastern Europe as far as 
the Black Sea and Persia. The lack of centralized powers all over Europe during the 
Middle Ages favoured pirates all over the continent. 

Instances of Piracy in India are recorded even in the Vedas, the ancient Hindu reservoir 
of knowledge and truths. During the 16th and 17th centuries there was frequent European 
piracy against Mughal Indian vessels, especially those en route to Mecca for Hajj. 

At one stage, the pirate population of Madagascar numbered close to 1000. The southern 
coast of the Persian Gulf became known as the Pirate Coast as raiders based there 
harassed foreign shipping. Early British expeditions to protect the Indian Ocean trade 
from raiders at Ras al-Khaimah led to campaigns against that headquarters and other 
harbors along the coast in 1819. 

The recorded history are replete with instances of piracies that were prevalent in different 
parts of the world including East Asia, Eastern Europe, North Africa and even in the far 
off Caribbean. In other words wherever the traders used High Seas for transportation of 
goods and services, pirates found means to rob and loot whenever they could. 


Rewards and Punishments: 

Pirates had a unique system, almost touching on the egalitarian side, of sharing the 
rewards of their ‘labour’. They had a ‘ hierarchy’on board their ships detennining how 
captured money was distributed. The majority of plunder was in the form of cargo and 
ship’s equipment with medicines the most highly prized. 

Many groups of pirates shared in whatever they seized; pirates injured in battle was 
afforded special compensation similar to medical or disability insurance. 

One of the prominent piracies recorded during the time, was the capture of the Spanish 
frigate the Hennione, which was carrying treasure in 1762. The value of this was so great 
that each individual seaman is reported to have netted £485 ($1.4 million in 2010 
dollars). The two captains responsible, Evans and Pownall, got £65,000 each ($188.4 
million in 2010 values). 

High Rewards always come with High Risks. Piracy was therefore riddled with heavy 
risks on a continuous basis. During the seventeenth and eighteenth centuries, once pirates 
were caught, justice was meted out in a summary fashion, and many ended their lives by 
"dancing the hempen jig", or hanging at the end of a rope. Public execution was a fonn of 
entertainment at the time, and people came out to watch them as they would to a sporting 
event today. In England most of these executions took place at Execution Dock on the 
River Thames in London. 

In the cases of more famous prisoners, usually captains their punishments extended 
beyond death. Their bodies were enclosed in iron cages (for which they were measured 
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before their execution) and left to swing in the air until the flesh rotted off them- a 
process that could take as long as two years. 

It is reported that the world of pirates was one of the first places where preliminary forms 
of democracy was developed. 

Both the captain and the quartermaster were elected by the crew; they, in turn, appointed 
the other ship's officers. The captain of a pirate ship was often a fierce fighter in whom 
the men could place their trust, rather than a more traditional authority figure sanctioned 
by an elite. 


Piracy in the Modem World: 

Due to the extreme secrecies surrounding the ransom negotiations and release of cargo 
and crew, it is difficult to keep a scientific count of the losses attributed to piracy in the 
current times. Nevertheless it is estimated that the worldwide losses from piracy are in 
the region of US $13 to $16 billion per year and as such is a growing and lucrative 
‘industry’. 

A recent surge in piracy off the Somali coast has shaken the marine cargo and hull 
insurers all over the world and we now see this being discussed in Pyongyang, DPR 
Korea. 

Modern pirates favor small boats and take advantage of the small number of crew 
members on modem cargo vessels. They also use large vessels to supply the smaller 
attack/boarding vessels. Modern pirates are successful because a large amount of 
international commerce occurs via shipping and major shipping routes take cargo ships 
through narrow bodies of water (such as the Gulf of Aden and the Strait of Malacca) 
making them vulnerable to be overtaken and boarded by small motorboats. Other active 
areas include the South China Sea and the Niger Delta. As usage increases, many of these 
ships have to lower cruising speeds to allow for navigation and traffic control, making 
them prime targets for piracy. 


Instances of Piracy in the recent past: 

It is reliably leamt that just about 10% to 50% of the pirate attacks are actually reported - 
due to variety of reasons ranging from need to maintain secrecy, need to avoid putting off 
prospective seamen from joining the marine trade and also to prevent insurance 
premiums from going up - but some of the prominent piracies/ hijackings in the recent 
history are given under: 

1. During the Troubles in Northern Ireland, two coaster ships were hijacked and 
sunk by the IRA in 1981 and 1982; 

2. In 1992, Pirates had boarded the Vessel Nagasaki Spirit, removed its captain from 
command, set the ship on autopilot and left with the ship’s master for a ransom. 
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The ship was left going at full speed with no one at the wheel which then collided 
with another vessel Ocean Blessing; 

3. In 1998, Pirates posing as customs officials, boarded the cargo ship Chang Song 
in the South China Sea. Entire crew of 23 was killed and their bodies thrown 
overboard. A crackdown by the Chinese government resulted in the arrest of 38 
pirates and the group’s leader, a corrupt customs official, and 11 other pirates who 
were then executed; 

4. The New Zealand environmentalist, yachtsman and public figure Sir Peter Blake 
was killed by Brazilian pirates in 2001; 

5. Pirates boarded the super tanker Dewi Madrim in March 2003 in the Malacca 
Strait; 

6. The American luxury liner The Seabourn Spirit was attacked by pirates in 
November 2005 off the Somalian coast; 

7. Pirates boarded the Danish bulk carrier Danica White in June 2007 near the coast 
of Somalia; 

8. In April 2008 pirates seized control of the French luxury yacht Le Ponant carrying 
30 crew members off the coast of Somalia. The captives were released on 
payment of a ransom. The French military later captured some of the pirates, with 
the support of the provisional Somali government; 

9. In May 2008, a Ukrainian ship, the MV Faina, containing an arms consignment 
for Kenya, including tanks and other heavy weapons, was hijacked and taken to 
somewhere in Somalia controlled by the Islamic Courts Union (ICU) before 
anchoring off the Somali coast. Ransom demanded was $20 million ransom for 
the 20 crew members it held; 

10. In September- October 2008, an Iranian cargo ship, MV Iran Deyanat, departing 
from China, was boarded by pirates off Somalia; 

11. On November 15, 2008, Somali pirates seized the Saudi super ta nk er MV Sirius 
Star, 450 miles off the coast of Kenya. The ship was carrying around $100 million 
worth of oil and had a 25-man crew. This marked the largest tonnage vessel ever 
seized by pirates. The vessel was reportedly released after paying USD 3 Million; 

12. On April 8, 2009, Somali pirates briefly captured the MV Maersk Alabama, a 
17,000-ton cargo ship containing emergency relief supplies destined for Kenya. 
The crew took back control of the ship although the Captain was taken by the 
escaping pirates to a lifeboat. On Sunday, April 12, 2009, Capt. Richard Phillips 
was rescued, reportedly in good condition, from his pirate captors who were shot 
and killed by US Navy SEAL snipers; 

13. In April 2009, the 32 000-ton Malaspina Castle, with 16 Bulgarian sailors on 

board, was hijacked in the Gulf of Aden. The ship and its crew were released in 
May 2010 after the payment of a $2 million ransom. 

14. In July 2009 Finnish-owned ship MV Arctic Sea sailing under Maltese flag was 
allegedly hijacked in the territorial waters of Sweden by a group of eight to ten 
pirates disguised as policemen; 

15. In December, 2009,the St James Park, with five Bulgarian crew out of a total 
complement of 26, was hijacked in the Gulf of Aden - freed in May 2010 with the 
ransom amount not known; 
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16. In January, 2010, the UK-flagged Asian Glory was hijacked; A month later, the 
pirates are reported to have demanded a ransom of $ 15 million; 

17. In May 2010, Somali pirates hijacked the Panega, a chemical tanker en route to be 
cut up for scrap - status unknown; 

As we speak today, there must be some attempts at piracy happening somewhere in the 
High Seas which may perhaps be recorded live by IMB. 


Pirate Prone Areas: 

The principal piracy prone areas in the modern world are particularly in the waters 
between the Red Sea and Indian Ocean, off the Somali coast, and also in the Strait of 
Malacca and Singapore, which are used by over 50,000 commercial ships a year. 

The prevailing Pirate Prone Areas (May 2010) as reported by IMB are: 


South East Asia and Indian Sub Continent 

Bangladesh : Chittagong anchorages and approaches; Indonesia : Anambas / Natuna / 
Mangkai islands area, Belawan; Malacca Straits; Malaysia : Off Tioman / Pulau Aur / 
South China Sea; Singapore Straits; South China Sea : in the vicinity of Anambas / 
Natuna islands area; Vietnam : Vung Tau 

In recent years, coordinated patrols by Indonesia, Malaysia, and Singapore, along with 
increased security on vessels have sparked a dramatic downturn in piracy in this region, 
according to the International Maritime Bureau (IMB). 


Africa and Gulf of Aden 

Africa: Lagos (Nigeria); and Conakry (Guinea) : 

Gulf of Aden / Red Sea: 

Somalia has been more in news during the last two years with the phenomenal increase in 
the hijacking of vessels of all kinds. The menace has almost grown to the level of a 
lucrative industry to which Somalian youngsters with no means of employment are easily 
getting attracted to. 

Somalian Pirates acquired overnight notoriety internationally when they showed their 
brutal might by hijacking M V Sirius, the super tanker owned by the Kingdom of Saudi 
Arabia which was carrying USD 100 Million worth of crude. 
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Although the incidents have reduced due to international coordinated patrolling, (Nato 
and other ships patrol regularly here), there were 17 incidents in the first three months of 
2010, compared with 41 in the same period last year. 

Somali pirates continues to attack vessels in the northern Somali coast in the Gulf of 
Aden and southern Red Sea in the Bab El Mandeb TSS despite increased warships 
presence. These pirates are firing automatic weapons and Rocket Propelled Grenades 
(RPG) in an attempt to board and hijack vessels. Once the attack is successful and the 
vessel hijacked, they would sail the vessel towards the Somali coast and thereafter 
demanding a ransom for the release of the vessel and crew. 

Since 1 February 2009, Military assets (Naval and Air) are being strategically deployed 
within the area to best provide protection and support to merchant ships. 

Somalia : Somali pirates continue aggressively to attack vessels in the northern, eastern 
and southern coast of Somalia. The attacks have spread and taken place very far, 
reaching up to off Kenya, off Tanzania, off Seychelles, off Madagascar and in the Indian 
Ocean beyond 69 degrees east longitude and Arabian Sea / off Oman. Somali pirates are 
dangerous and are prepared to fire their automatic weapons and RPG (Rocket Propelled 
Grenade) at vessels in order to stop them. 

Pirates are believed to be using “mother vessels” to launch attacks at very far distance 
from coast. The “mother vessel” is able to proceed very far out to sea to launch smaller 
boats or skiffs to attack and hijack passing vessels. Attacks are taking place more than 
1000 mn from the Somali coast ( towards Indian west and south coast in the Indian 
Ocean). Recent attacks showed that pirates are also attacking vessels close to the coast of 
Tanzanian, Kenya, Somalia, Yemen and Oman. 

The year 2009 has seen a significant shift in the area of attacks off Somalia. While the 
2008 attacks were predominantly focused in the Gulf of Aden, 2009 has witnessed more 
vessels also being targeted along the east coast of Somalia. Since October increased 
activity has been observed in the Indian Ocean with 33 incidents reported, including 13 
hijackings. Many of these attacks have occurred at distances of approximately 1000 
nautical miles off Mogadishu. 

South and Central America and the Carribbean waters 

Brazil; Peru : Callao 


Motives for Pirates: 

While stealing/ heist have always been the ‘easiest route’ to become millionaires over 
night, Sea Pirates can be categorized on the basis of their motives; Pirates looking for 
easy profit, pirates working with or belonging to organized crime syndicates, or pirates 
associated with terrorist or secessionist groups with political motivations are reported to 
be main motives behind piracy. 
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Pirates looking only for easy profit are usually criminals of opportunity. They search for 
easy targets, robbing ships and their crews of money and valuables. Those belonging to 
organized criminal syndicates attack with more sophistication and planning. Their 
operations require skill, coordination, and funding. They steal large cargos and kidnap 
ships' crews for ransom. The kind of piracy related to terrorism operates similarly to 
those related to organized crime. They differ in motivation in that they seek to gain 
funding to continue terrorist activities or they seek to make political statements. 

Unfortunately for the mariners and other involved in the shipping industry, all the three 
motives are available in plenty in today’s world. We have major sea routes lined with 
countries where majority of people live below the poverty line. Organised crime 
syndicates have always existed in the past, but today, the crime syndicates like other 
industries have increased their spread and vigour through globalization and internet 
connectivity. Ship movements can be monitored and communicated in seconds and 
coordinated pirate action initiated without getting caught by the authorities. 

The third major motive - terrorist or secessionist groups with political motivations - is 
also on the rise especially since September, 2001 when terrorist organizations have 
spread their tentacles across different parts of the world. 

Solutions - How to prevent Piracies in the future: 

Traders are of course concerned by the increasing losses of cargo and human resources 
and are looking up to the Governmental authorities and international community, the 
insurance industry is also equally alanned as most of the losses get ultimately picked up 
by the marine underwriters. 

The insurance professionals gathered here are genuinely concerned about the increasing 
instances of piracy in different parts of the world especially in the Gulf of Aden and 
Somalian Coastal Waters and are debating possible solutions to minimize if not eliminate 
it’s occurrences. Some ways and means for reducing the pirate attacks include: 


International Resolve: 

On June 2, 2008, the United Nations Security Council passed a resolution enabling the 
patrolling of Somali waters following large number of pirate activities in the region. The 
Security Council resolution provided permission for six months to states cooperating with 
Somalia's Transitional Federal Government (TFG) to enter the country's territorial waters 
and use "all necessary means" to stop "piracy and armed robbery at sea, in a manner 
consistent with international law." 

Multinational and Coordinated Patrolling: 

International ships equipped with helicopters patrol the waters where pirate activity has 
been reported, but the area is very large. Some ships are equipped with anti-piracy 
weaponry such as a sonic device that sends a sonic wave out to a directed target, creating 
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a sound so powerful that it bursts the eardrums and shocks pirates, causing them to 
become disoriented enough to drop their weapons, while the vessel being pursued 
increases speed and engages in evasive maneuvering. 

The increasing piracies in the Somalia waters has spurred a multi-national effort led by 
the United States to patrol the waters near the Horn of Africa and more needs to be done 
to minimise the incidents. There are currently Naval vessels from different nations that 
are able to intercept pirate vessels attacking merchant vessels. For patrolling dangerous 
coastal waters (and/or keeping financial expenses down), robotic or remote-controlled 
USV's are also sometimes used. Also, both shore-launched and vessel-launched UAV's 
are also used by the army. 

In April 2010, warships from Nato’s counter-piracy mission, code-named Operation 
Ocean Shield, together with vessels from the EU Naval Force (EUNAVFOR) and 
Combined Maritime Force were increasingly working together in the waters of the 
Somali Basin (as big as Australia in area) to deter and disrupt attacks from pirate gangs. 

The task force is made up of five ships, one each from Britain’s Royal Navy, and the 
United States, Turkish, Greek and Italian navies. Other countries that routinely have 
contributed ships are Germany and Spain. 

Self Protection and Preventive Measures: 

Irrespective of the measures taken by the Governments and International Community, the 
owners and masters of the Vessels themselves will need to be extra cautious and take 
preventive measures at all times in general and particularly when they have to traverse 
the pirate affected areas as are reported regularly by IMB and other maritime bodies. The 
self initiated measures to prevent their ships from being targeted by Pirates could include 
the following: 

a) Avoid Pirates: Avoid encountering Pirates or traversing pirate affected areas. This can 
be done using the regular radar, as well as by using more advanced forms thereof (e.g. 
BAE Systems HF SWR, BAE Systems PRISM,); 

b) Anning the Ships: In addition, while the non-wartime 20th century tradition has been 
for merchant vessels not to be armed, the U.S. Government has recently changed the 
rules so that it is now "best practice" for vessels to embark a team of anned private 
security guards; 

c) Train the Crew: The crew themselves can be given a weapons training and warning 
shots, less-lethal ammunition, can be fired legally in international waters; 

d) Remote weapon systems: implementation of sophisticated and hi tech weapon systems 
can help safeguard the vessels; 

e) Free Wall: Implementing a high freewall and vessel boarding protection systems; 

f) Emergency Assistance: Finally, in emergency situations, warships can be called upon. 

International Acquisition of Lawless Waters: 
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Control and Patrol become lapse when the Governments of the Coastal Countries are 
weakened by internal strife and rebellions, e.g., Somalian coasts. George Mason 
University professor Peter Leeson has suggested that the international community 
appropriate Somali territorial waters and sell them, together with the international portion 
of the Gulf of Aden, to a private company which would then provide security from piracy 
in exchange for charging tolls to world shipping through the Gulf. This thought is quite 
radical but when piracy become uncontrollable by the Government of the land/ waters 
affected, then perhaps, in the interest of all concerned, Private Sector may be brought in 
to assist. 

Use of Hi Tech Safety/ Warning Measures: 

Technology can also be used to combat pirates, in addition to air and sea patrols. IMB 
after deliberations had conveyed to all the members that vessels in general should carry 
certain security alert or warning systmes on board. Since July 2004, vessels of 500 gross 
tons or more are required to have security alert systems including near real-time ship 
location devices, on board. 

1. International Tribunals or Jurisdiction: One of the major deterrents in 
meting out apt punishment to suspected or captured pirates is the lack of criminal 
law with the countries to try foreign citizens due to which criminal systems of 
different countries are wary of imprisoning the captured foreign pirates. Agreeing 
on some international law uniformly applicable across all maritime Nations could 
be a plausible solution for resolving this issue. 

In April 2010, the United Nations Security Council put forward the possibility of 
setting up special international tribunals to try pirates. A resolution adopted by the 
Security Council called for all states to criminalise piracy in their domestic laws 
and "favourably consider the prosecution of suspected pirates apprehended off the 
coast of Somalia, consistent with applicable human rights law". 

2. Holistic Approach and Sustainable Solutions: A truly holistic 
approach covering political, security, governance and humanitarian needs in the 
pirate affected regions (countries bordering the coastal areas inhabited by the 
Pirates) is essential to find an effective and sustainable solution to the problem of 
Piracy. For citizens of a country which does not have a viable central government, 
there will be no rule of law, so the old adage ‘might is right’ works for them. 
Organised gangs will use this vaccum in governance to recruit the ill informed 
into the ways of Pirates by offering them overnight riches. For a gainfully 
employed person, joining a gang of pirates would be unthinkable, hence it is 
important that the countries which border major sea routes are having effective 
Governments in place. 

3. Campaign against Piracy: Finally, an effective and continuous campaign 
against the ill effects of piracy can go a long way to combat this menace. It was 
revealed in a BBC conducted interview with surrendered or refined pirates that 
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some of the Somalian Pirates did not realise while hijacking vessels that they 
were actually indulging in a crime; they participated in Piracy as duty bound 
agents of their Principals or their Employers. It is of paramount importance that a 
sustained campaign is launched against the motivations to join Gangs of Pirates. 

The EU recently (April 2010) launched a training mission, EUTM, in Uganda to 
train Somali military personnel. The UN trust fund set up as part of the 
international fight against maritime piracy unveiled $2.1 million worth of projects 
against piracy. 

The five projects being backed by the fund are focused largely on efforts to 
prosecute piracy suspects. Four projects will help strengthen institutions in the 
Seychelles and the autonomous Somali regions of Puntland and Somaliland in 
efforts to mentor prosecutors and police, build and renovate prisons, review 
domestic laws on piracy and increase the capacity of local courts. A fifth project 
is aimed at helping local media disseminate anti-piracy messages in Somalia. 


Constraints in combating Piracy: 

In a complex and interconnected maritime world where there are different governments 
and authorities and varying sets of maritime regulations overseeing the marine trade and 
transportation, there are severe constraints for ensuring a smooth passage of vessels at all 
times. 

The international community is facing many problems in bringing pirates to justice. 

The major constraints in eradicating Piracy from the face of the Sea are: 

1. Legal Constraints: There are legal barriers to prosecuting individuals 
captured in international waters. Countries are struggling to apply existing 
maritime law, international law, and their own laws, which limit them to having 
jurisdiction over their own citizens. According to piracy experts, the goal is to 
"deter and disrupt" pirate activity and pirates are often detained, interrogated, 
disarmed, and released. With millions of dollars at stake, pirates have little 
incentive to stop. 

Prosecutions are rare for several reasons. Modern laws against piracy are almost 
non-existent. For example, the Dutch are using a 17th-century law against "sea 
robbery" to prosecute. Warships that capture pirates have no jurisdiction to try 
them, and NATO does not have a detention policy in place. Prosecutors have a 
hard time assembling witnesses and finding translators, and countries are reluctant 
to imprison pirates because they would be saddled with them upon their release. 

In May 2009, Moscow sent special forces to act against the hijackers of oil tanker 
Moscow University, when a pirate was killed and 10 captured in a shootout. The 
Russians put the corpse and the 10 prisoners in a boat, gave them food and water 
but no navigation equipment, and let them go; none of the hapless boatload 
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survived. Inadequacies in international law were cited as the reasons to let the 
pirates go. 

2. Economic ills and Political Instability: Increased commercial traffic in 
the vicinity combined with the poor economic conditions of the local populations 
can drive many people to piracy. Political instability in the country or very weak 
governmental authority also restrict the ability of international community to 
restrict piracy acts. 

Somalia is a country in question , which has had no functioning central 
government and has been tom by fighting among factions for close to 20 years. 
Piracy could not be solved at sea alone but needed action on land to re-establish 
security and stability. 

According to UN Secretary General Ban Ki Moon, "There is simply too much 
water to patrol, and an almost endless supply of pirates," 

3. Political Resistance and Terrorist Activities: Piracy is also sometimes 
used as a form of political resistance to local and international governments. 
Piracy is often used as a means to strengthen the financial situation of the terrorist 
organisations which further help them to recruit vulnerable sections of the 
population into pirate gangs. 


Cosf or Consequences of Piracy: 

Like any other economic menace or ill, piracy also has got associated with it direct and 
indirect costs or consequential losses which in the worst of times, could even cripple the 
maritime trade. 

Direct Costs of Piracy 

Typically pirate booty is limited ship's stores, engine parts, valuable cargo and cash and 
personal property from crew members. Possible loss of life when encounters between 
Pirates and Crew members take place is also direct human costs. 

Indirect Costs of Piracy: 

Nonetheless, the indirect costs of piracy are the additional expenses incurred on increased 
security measures and spikes in insurance premiums for shipping. 

For instance, Lloyds of London previously declared the Malacca strait a high war-risk 
area for insurance purposes; the advisory was later lifted after Singapore and Indonesia 
launched their sea and air patrols. A good number of marine underwriters are currently 
reluctant to include piracy on vessels traversing through Gulf of Aden, being scared of 
Somalia based Pirates. 
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Undermining the stability and development of the region: 

Piracy is a big challenges for the affected region (where pirate activity is on increase) and 
for the international community, as it undennines maritime security in the Indian Ocean 
and stability and development in the region. Kenya, Tanzania and Seychelles are some of 
the countries most affected by piracy off the east coast of Africa and traders are 
extremely cautious before accepting maritime contracts from these countries. 


Conclusion 

Piracy has existed ever since marine trade commenced, but the frequency and extent of 
Piracy has now reached alarming proportions to the extent that even the world powers 
like US, UK, Germany and Japan have not only taken notice but are investing heavily 
into organizing a coordinated patrolling activity in the pirate affected regions. 

With USD 15 Billion estimated at stake, Piracy is evolving as a mega industry and 
acquiring global standards and sophistication. 

Motives for Pirates are Easy Money, Employment with Organised Syndicates and 
Terrorist or Fundamentalist oriented Goals. At times, pirates motives get into a vicious 
cycle of poverty and lawlessness leading to joining hands with gangs of pirates - being 
hunted by Police and Authorities - Gang masters and Mafia Kings making the maximum 
out of Piracy - Leaving the Pirates ultimately in the lurch to suffer from unemployment 
and poverty. 

There are direct and indirect costs of Piracy besides leading to political instability of the 
affected countries. Business and Economy suffers immensely and very often human 
tragedies takes place in the shape of dead and disabled sea men and crew. 

Solutions are not far from achieving in case the world powers can agree on a common 
action plan applied across the marine world. International Resolve coupled with radical 
remedial measures is essential to combat piracy. 

Root Causes of Piracy are often linked to total collapse of the Government Machinery in 
the countries bordering major Sea Routes and this is where the global attention needs to 
be diverted to. Care must therefore be taken to treat the cause and not the symptoms, in 
other words, the international community needs to find out ways and means to ensure 
politically stable governmental systems in the affected countries. 

Multi National and Coordinated Patrolling including the practice of International ships 
equipped with helicopters patrolling affected areas and Naval Vessels from mighty 
nations can patrolling the affected areas will at best serve as interim measures to control 
piracy. 

There are also severe legal Constraints in prosecuting suspected or captured pirates if 
they happen to be foreigners as the existing laws are equipped to deal with citizens only. 
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Once again international brains under the aegis of United Nations need to sit together and 
come up with a uniformly acceptable marine criminal law acceptable to all countries. 

Finally, we need to create more awareness about Sea Piracy by conducting a dedicated 
campaign against piracy and it’s ill consequences. Piracies have become so rampant that 
they no more evoke the kind of news value which an aero plane hijack does. People have 
started taking piracies for granted as an unavoidable peril of marine trade. The world 
needs to come out of this complacency and recognize ‘Sea Piracy’ as a crime against 
humanity not only against business and commerce. 
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China Insurance Market 


Alan Zhang Yong 

Managing Director, Founding Partner, Continental Insurance Brokers Ltd 



Mr Chairman, Fellow Participants of the FAIR 2010 Pyongyang International 
Insurance Seminar, Ladies and Gentlemen. 

Good Morning (or Good Afternoon)! 

Thank you for giving me the opportunity to update you on the recent 
development of the China Insurance Market. 

Let me take this opportunity to introduce Continental Insurance Brokers to you. 
With us at this Seminar is Mr. DAI Xun who is the Chairman of CIB. I am Alan 
ZHANG, the Managing Director of the Company. Mr. Dai and I started CIB 
together back in 2003. 

CIB is an insurance and reinsurance broker licensed by the China Insurance 
Regulatory Commission (CIRC). Under this license, CIB is authorized to 
undertake direct (retail) and reinsurance broking business in China. 

Our shareholders are from China and overseas. All of them are from the 
insurance industry. They are all independent and private. We do not have 
major enterprises or global insurance brokers as our shareholders. 

As at 30 April 2010, we had 80 employees with over 45 of them located in our 
Beijing Head Office and the rest in our 6 branches and 4 other cities as 
technical support staff. 

After nearly 7 years of development, we are delighted that as at 31 December 
2009, CIB was ranked No 15 out of a total 378 insurance brokers in China by 
CIRC. In respect of reinsurance broking, we are the largest reinsurance 
broker. 

From this slide, you can find the locations of our offices and staff. The red 
square is our Head Office located in Beijing. We have 6 branch offices, the 
yellow squares, in Chengdu, Chongqing, Kunming, Ningbo, Shanghai and 
Shenzhen. We are in the process to establish a branch office in Wuhan (the 
green square). In three other cities (the green triangles), we have technical 
support staff to service our clients in these cities. 

So, many of us have been talking about China, particularly on the China 
Insurance Market. In order for us to understand more, I would like to first ask 
all of you the following questions:- 



1. How large is the China Insurance Market? 

2. What are the premiums for life and non-life insurance markets of China? 

3. What is the future of the China Insurance Market? 

Do I have any answers? 

(Pause) 

Let me now share some of the data collected by us from various sources, such 
as CIRC, Sigma (Swiss Re), International Monetary Fund (IMF), United 
Nations, etc As some of the 2009 data have not be published, many of the 
data used are from 2008. There are also some discrepancies in data from 
these sources. 

In accordance with the data published by Sigma, the China Insurance Market 
ranked No 6 in 2008 with 141 billion USD in total premium. (See the red bar.) 

In term of non-life insurance premium, China ranked No 10 with 45 billion USD 
in premium. (See the red bar.) 

However, these rankings can be misleading. Let us study the following two 
slides. 

If we look at the insurance density, i.e., insurance premium per capita, China 
ranked No 66 in the world in 2008 with 105 USD in total premium per capita. 
(You may not even be able to see the red bar!). (United Kingdom was the 
highest in total premium per capita worldwide.) 

The non-life premium per capita in China in 2008 was only 33 USD per capita! 
(See the red bar.) (Again, UK was the highest per capita worldwide.) 

This slide shows the insurance premiums in China in 2009 as reported by 
CIRC. The total premium was USD 163 billion. 

We do not have the distribution of non-life insurance premium by lines for 2009 
yet. But in 2008, the distribution by lines is shown in the chart. Nearly 70% 
of the total non-life insurance premium was from motor insurance. 
Commercial property insurance ran a distance second at around 8.60%. The 
percentages of other lines are even smaller. 

It can be said that the China Insurance Market has a significant growth in the 
past 5 years though we do have some ups and downs in the growth ratios. It 
is interesting to note that while it had a nearly 40% growth in the overall market 
in 2008 as compared with 2007 the non-life insurance market had a lower 



growth ratio in that year. On the hand, the overall market growth in 2009 was 
only around 14% of 2008 and a much lower growth ratio in life insurance. 
However, the non-life insurance market had in 2009 a very respected growth of 
around 22% of 2008. This may be attributed to the policy of the Chinese 
Government to stimulate the economy during the world financial crisis. 

The China Insurance Market has a very even claims ratio in the last 5 years. 
The loss ratio for property insurance in 2008 was highest of these 5 years 
primarily due to the two major disasters, the ice storm and the Sichuan 
earthquake, in that year. However, the claims ratio for property insurance 
was between 50% to 60%. Obviously, the claims ratio for personal 
insurance was much lower. 

As at 31 December 2009, there were a total 52 non-life insurance companies 
in the China non-life insurance market. 34 of them are Chinese insurance 
companies with no foreign shareholders holding more than 25% equity. The 
rest 18 insurance companies are companies with foreign shareholders holding 
more than 25% equity. A few of them are 100% owned by foreigners. 

PICC is still the leader of the China non-life insurance market holding nearly 
40% of the market share. The other market leaders are Ping An Insurance 
Company of China (12.86%), China Pacific Insurance Company (11.44%), 
China United Insurance Company (6.50%) and China Continent Insurance 
Company (3.43%). The other Chinese insurance companies had a total 
market share of 24.81 %. It is interesting to note that the total market share of 
the foreign insurance companies was only 1.06%. However, one must note 
that foreign insurance companies do not write motor insurance which is nearly 
70% of the China total non-life insurance market. 

China non-life insurance market is seldom known as the reinsurance market 
for overseas risks. However, in recent years, China Reinsurance Group and 
some of the top China direct insurance companies are prepared to accept 
reinsurance of non-China related risks from overseas. Let us look at China 
as a Reinsurance Market. 

China Re Group is the only indigenous reinsurance company in China. It has 
a paid-up capital of 4.82 billion USD (at 2007 exchange rate). China Re 
Group is now the 5th largest reinsurance company in the world and the largest 
in Asia by capitalization. Though it is not internationally rated now, it is 
expected to be so rated and to be listed soon. 

PICC is now prepared to accept inward reinsurance. It is internationally rated 
A1 by Moody’s. With AIG as its prominent shareholder, it is now listed in 
Hong Kong. 



Ping An Insurance Company is listed in Hong Kong and Shanghai. It 
prominent shareholder is HSBC Group. 

The last and certainly not the least is China Pacific Insurance Company which 
is listed in Shanghai. 

All these direct (retail) insurance companies are now accepting reinsurance of 
overseas risks without Chinese interests. 

What are their appetites? Obviously, any risk which is China related is what 
they like. For non-China related risks, they should be more property related, 
such as construction and engineering, energy, property and marine cargo. 
The China Reinsurance Market may write some marine hull risks but the 
underwriters are generally very selective. 

One must note that the China Reinsurance Market is not yet a quoting market. 
Therefore, do not expect the China underwriters to provide a leading quote. 
They are more prepared to follow quotes from the world’s respected leaders. 

Generally speaking, the China Reinsurance market will not be interested to 
write US liability risks and long-tail liability risks. 

There are many Chinese enterprises which are now making acquisitions 
and/or having operations outside of China. Many Chinese contractors are 
also undertaking contracts around the world. 

As I mentioned in the last slide, the China Insurance Market is very supportive 
to the Chinese enterprises and contractors on their overseas business. The 
Market is prepared to accept reinsurance for these clients. CIB is 
experienced and has a special unit to assist the overseas insurers and 
insurance brokers in servicing this type of business. 

Where is the China Insurance Market going? I am not a fortune teller but with 
the past market experience and projections by international organizations I 
wish to make the following projections:- 

1. The 5 years of 2010 to 2015 should be at least as good as, if not better 
than the past 5 years of 2005 to 2009. 

2. China Insurance Market is a growth insurance market for the next 40 
years! 


My rationales are:- 



1. In accordance with the projections by the International Monetary Fund 
[IMF], the GDP of China will be nearly twice of that of USA by around 
2050. 

2. While China was the 6th largest insurance market in 2008, it ranked No 
66 in term of insurance expenditure per capita that year. On a per 
capita basis, China had only spent 34 USD in non-life premium and 72 
USD in life premium. The per capital insurance expenditure should go 
up when the economy of China is more fully developed as other 
countries and territories in Asia. 

In accordance with the GDP projections by IMF in 2009, the GDP of China will 
surpass that of United States sometime before 2030. By then, China will be 
the country with the largest GDP. By 2050, its GDP will be nearly twice of that 
of United States. 

In 2008, China had an insurance expenditure of a meager 105 USD per capita. 
(Life - 72 USD and non-life - 34 USD). It is a far cry from its compatriots of 
Hong Kong and Taiwan, not to mention Japan, the leader in insurance 
expenditure in Asia. 

Let us see what would happen if China was having an insurance expenditure 
similar to these Asian countries and territories in 2008. 

In this slide, you can see two estimates of the total insurance expenditure of 
China in 2008 and 2050 based on its total population. 

If the per capita insurance expenditure of China would be similar to Japan, 
China would have spent nearly 5 Trillion USD in 2008 and would be spending 
5.4 Trillion USD in 2050. Even if China follows only its Hong Kong 
compatriots on the per capita insurance expenditure, China insurance 
expenditure in 2008 and 2050 would be 4.4 Trillion USD and 4.8 Trillion USD 
respectively. 

Let us not be that aggressive. If China follows Malaysia in per capita 
insurance expenditure, the total insurance expenditure in 2008 and 2050 
would be 461 billion and 505 billion respectively! 

Based on the existing per capita expenditure, China’s total insurance 
expenditures are:- 
2008- 141 Billion USD 
2050- 154 Billion USD 

For the life insurance expenditure, I just to read you the estimates similarly 
based as the last slide. 



Based on Japan 

2008-3.8 Trillion USD 

2050 - 4.2 Trillion USD 

Based on Hong Kong 

2008-3.9 Trillion USD 

2050-4.8 Trillion USD 

Based on Malaysia 

2008-302 Billion USD 

2050-330 Billion USD 

China based on existing per capita 

2008-96 Billion USD 

2050- 105 Billion USD 

The non-life insurance estimates of China are:- 

Based on Japan 
2008- 1.1 Trillion USD 
2050- 1.2 Trillion USD 
Based on Taiwan 
2008-667 Billion USD 
2050-730 Billion USD 
Based on Malaysia 
2008- 160 Billion USD 
2050- 174 Billion USD 
China based on existing per capita 
2008-45 Billion USD 
2050-49 Billion USD 

In conclusion, China Insurance Market is definitely a growth insurance market. 
We cannot see the slowing down of this Market primarily of its developing 
economy as well as the growth of its per capita insurance expenditure. 

Thank you for your attention. 


If you have any questions, please do not hesitate to ask. If I do not have the 
answer right now, I will search for it for you. 



Elborne Mitchell 


www.elbornes.com 
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I would like to first extend my thanks to the Organising Committee, the Korea National 
Insurance Corporation, the Federation of Afro-Asian Insurers & Reinsurers, and the 
Democratic People’s Republic of Korea for their kind invitation to participate in their 2010 
Marine Insurance and Reinsurance Conference. 

I have been invited to speak on the subject of recent trends in the reinsurance market. I am 
going to talk about the London market, by which I mean the Lloyd’s and Company markets. 
Not only because that is the market in which I practise, but also because it is one of the best 
insurance markets in which to do business. It is also one of the oldest markets in the world. 

I will first look very briefly at the history of the market, then speak about some of the more 
important reinsurance clauses. I will then take a look at a number of recent cases which are 
of particular relevance to those participating in the market. From there, I will take a look at 
the new legal trends affecting the market. 

History of the UK reinsurance market 

Historically, the Royal Exchange and the London Assurance Company were the only 
incorporated bodies chartered to write marine insurance, under the Royal Exchange and 
London Assurance Corporation Act 1719, meaning that until 1824 there was no Company 
market, as such. However private underwriters could conduct insurance business, and this is 
how the Lloyd’s market was able to come into being. 

The Lloyd’s building is instantly recognisable. It took 8 years to build, is 312 feet tall and 
has its lifts, staircases and cables on the outside. However, Lloyd’s of London started in much 
more humble surroundings. The Lloyd’s market informally began at Edward Lloyd’s Coffee 
Shop in 1688, where members of the shipping industry used to meet to discuss insurance 
matters. This continued until 1771, when 79 brokers and underwriters purchased new 
premises, fonned a proper committee and The Society of Lloyd’s was born. In 1871, the 
Lloyd’s Act was passed, incorporating Lloyd’s by a private Act of Parliament, and in 1903 
the non-marine market at Lloyd’s was established. 
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Lloyd’s is now the world’s leading market for specialist insurance, but is also the least 
understood in terms of its structure. Often mistaken for a company by those outside of the 
insurance industry, it is instead a society of members (both individual and corporate) who 
underwrite in syndicates managed by managing agents. Insureds or reinsureds obtain cover 
from a Lloyd’s underwriter at a syndicate via a Lloyd’s accredited broker. 

In 1906, Parliament passed the Marine Insurance Act, regulating marine insurance in the UK, 
but in reality, the impact of this legislation was, and is, worldwide, and it is widely accepted 
that its provisions apply in both a marine and non-marine insurance context. The ability of 
insurers to reinsure their risk was codified in section 9(1) of the Act, which states that “the 
insurer under a contract of marine insurance has an insurable interest in his risk and may 
reinsure in respect of it. ” 

Reinsurance contracts 

Reinsurance contracts are based on the principles laid down for the conduct of direct 
insurance; the existence of an insurable interest, the duty of utmost good faith, proximate 
cause and indemnity, to name a few. As you will be aware, there are different forms of 
reinsurance, facultative and treaty, and different types of reinsurance, including quota share, 
surplus and excess of loss. However, there are a number of clauses common to most 
reinsurance contracts. I am going to touch on just a few of these - the ones which have 
recently been the subject of litigation in the English Courts. 

Follow the Settlements 

This clause requires a reinsurer who has been properly notified of a claim to “follow the 
settlements” of the reinsured. Common wording in the London market is the “full reinsuring 
clause” - “Being a reinsurance of and warranted same gross rate terms and conditions as 
and to follow the settlements of the [reinsured]. ” The clause cannot be implied into a 
reinsurance contract. It must be express. 

In order for reinsureds to take full advantage of this clause, they must have acted honestly 
and taken all proper and businesslike steps in settling the claim. For example, it is highly 
unlikely that a reinsured could rely on a follow the settlements clause if they had settled a 

claim knowing that there was no liability. Also, for a follow the settlements clause to apply, 
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the underlying claim must fall within the terms of the reinsurance contract as a matter of 
law. 1 This means, for example, that the loss in respect of which the indemnity is sought must 
fall within the class of risk covered, the period of cover and the limits of cover. 

However, the increasingly common use of double proviso “follow the settlements” clauses 
has complicated matters. 

“All loss settlements made by the Reinsured, including compromise settlements, shall 
be unconditionally binding upon Reinsurers provided such settlements are within the 
conditions of the original policies and/or contracts and within the terms of this 
reinsurance ” 

A clause in this form requires that the claims settled actually fall within the tenns of the 
direct policy, which can be problematic for reinsureds, particularly when a settlement deals 
with multiple claims. However, the English Courts have decided that reinsureds only need to 
prove on the balance of probabilities that this is the case. There is no need to show that the 
reinsured would have definitely been found liable had the case come before a Court. 

This was a great relief to Equitas in the Equitas v R&Q Reinsurance Company case 2 . 
Judgment in this case was handed down in November 2009. 

Equitas was faced with reinsurance claims from various syndicates arising out of aircraft lost 
to Kuwait Airways (KAC) during the 1990 Iraqi invasion of Kuwait and the grounding of the 
oil tanker, Exxon Valdez, in 1989. Claims of well under half a billion dollars “spiralled” to 
produce two huge losses, each over $6 billion. 

Following settlement by the reinsurance market, litigation established that the claims had 
been incorrectly aggregated; on the Exxon claim part of the settlement was irrecoverable and 
should not have been paid, and on the KAC claim part of the claim fell in a different policy 
year. 

R&Q was the retrocessionaire, and reinsured the relevant reinsurance policies under a 
contract which included a double proviso “follow the settlements” clause. The issue in 

1 Insurance Company of Africa v SCOR [1985] 1 Lloyd’s Rep 312 CA 

2 [2009] EWHC 2787 (Comm) 
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dispute was whether R&Q could refuse to settle the claims simply because all loss 
settlements had included some element of incorrectly aggregated or irrecoverable losses. 

R&Q refused to indemnify on the basis that Equitas was unable to recover anything at all 
unless it could prove that the sums claimed were properly due, contract by contract. In other 
words, that in each case the settlements were within the tenns of the original policies, and 
Equitas could not do that with any level of certainty. 

Equitas argued that it had proved its recoverable losses to the extent required - on the burden 
of probabilities - through the use of actuarial models capable of identifying and stripping out 
the incorrectly aggregated and irrecoverable elements, leaving only the recoverable amount 
properly due under each reinsurance contract. It was accepted by both parties that it would 
be impossible to exactly recreate the original circumstances in which the errors were made. 

The Court found for the reinsured, Equitas. Whilst prior case law had established that the 
“follow the settlements” clause required the reinsured to satisfy the court that the loss 
settlements were within the terms and conditions both of the original policies and of the 
reinsurance, that case law did not say how the reinsured had to do this. Here, the method 
used by Equitas enabled conclusions to be drawn from which it could be shown that Equitas 
had proved, on the balance of probabilities, the recoverable losses. 

The Court’s decision on the standard of proof in the Equitas case was applied in the more 
recent case of IRB v CXRe 3 . This was an appeal to the High Court from an earlier arbitration 
award in the reinsured, CX Re’s, favour. 

The losses arose out of well known US liability insurance claims, which had been settled by 
the London market insurers. CX Re’s casualty book of business was reinsured under an 
excess of loss reinsurance programme in which the reinsurer, IRB, participated, and CX Re 
sought to claim indemnities for its losses under 26 separate reinsurance contracts. Amongst 
other things, the IRB argued that the fonnula adopted to settle the claims meant that certain 
elements of the claims had been settled which were not covered by the terms of the 
underlying policy. Consequently, CX Re had failed to establish, on the balance of 
probabilities, that the claims fell within the terms of the underlying insurance, and also that 


3 [2010] EWHC 974 (Comm) 
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the settlements fell within the terms of the reinsurance due to the existence of a market share 
agreement. 

The Court’s view was that the Arbitrators’ interpretation of the law was clear and could not 
be challenged, and referred to the Arbitrators’ conclusion that: 

“It simply cannot have been intended by the parties to a reinsurance contract 
(containing the double provisos) that the “provided such settlements are within the 
conditions of the original policies and/or contracts” language meant that the 
Reinsured had to prove to an absolute standard that the underlying policy would 
respond to the claim or claims at issue. Such an interpretation would undermine a 
reasonable interpretation of the follow the settlements clause when read as a whole in 
the con text of the reinsurance agreemen t. ” 

So, the English Courts appear to have adopted a commercial approach, and acknowledged the 
way in which insurers settle multiple claims, and the fact that a settlement involves a 
reinsured making payments which cannot be allocated to specific claims or liabilities will not 
necessarily prevent a reinsured from satisfying the requirements of a “follow the settlements” 
clause. 

Claims Control Clauses 

Some reinsurance contracts contain both a follow the settlements clause and a claims control 
clause. However, looking at the wording of a typical claims control clause, we can see that 
there is an element of conflict between the two. 

“Notwithstanding anything herein contained to the contrary, it is a condition 
precedent to any liability under this Policy that: 

(a) the Reinsured shall, upon knowledge of any loss or losses which may give rise to 
a claim under this Policy, advise the Reinsurers thereof within 72 hours; 

(b) the Reinsured shall furnish the Reinsurers with all information available 
respecting such loss or losses, and the Reinsurers shall have the right to appoint 
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adjusters, assessors and/or surveyors and to control all negotiations, adjustments 
and settlements in connection with such loss or losses 

The follow the settlements clause binds reinsurers to follow all settlements made by the 
reinsured where the relevant criteria are met, whereas the claims control clause provides that 
settlement shall not be made without reinsurers’ approval. So, which clause wins out? 

In Eagle Star v Cresswell 4 , the following claims control clause was examined by the Court of 
Appeal: 


“The Company agree 

a. To notify all claims or occurrences likely to involve the Underwriters within 7 days 
from the time that such claims or occurrences become known to them. 

b. The Underwriters hereon shall control the negotiations and settlement of any claims 
under this Policy. In this event the Underwriters hereon will not be liable to pay any 
claim not controlled as set out above. 

Omission however by the Company to notify any claim or occurrence which at the 
outset did not appear to be serious but which at a later date threatened to involve the 
Company shall not prejudice their right of recovery hereunder... ” 

The reinsured settled the underlying coverage dispute with the insured without any 
involvement by reinsurers in the settlement negotiations. One of the questions, therefore, was 
were the reinsurers liable, pursuant to a follow the settlements clause in the reinsurance 
contract to indemnify Eagle Star notwithstanding any breach by Eagle Star of paragraph (b) 
of the claims control clause? 

The Court of Appeal said no. The claims control clause, as worded, was a condition 
precedent to all liability, despite the absence of the actual words “condition precedent”, and 
could not be overridden by the follow the settlements clause. 

Whilst the decision was not favourable to reinsureds, the Court’s view was that it was, 
ultimately, in the reinsured’s own hands as to whether they could ensure the application of a 
follow the settlements clause. Reinsureds should continually update reinsurers of any 


4 [2004] EWCA Civ 602 
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negotiations or other settlement matters and, if reinsurers refused to take control of a claim, 
reinsureds could raise the argument that reinsurers had waived their right to rely on a breach 
of the claims control clause as grounds for denying liability. 

Law and Jurisdiction 

Law and jurisdiction clauses are fairly common to insurance and reinsurance policies, but 
occasionally policies remain silent on this question. The general rule under English law is 
that English law governs reinsurance placed in the London market. 

However, the recent case of Lexington v Wasa 5 addressed the question of what happens when 
there are competing jurisdictions between the underlying insurance and the reinsurance 
policy, such that construction of the policies would be different in the different jurisdictions. 
Wasa, amongst others, reinsured Lexington’s liability under a three year all-risks property 
insurance policy. The underlying insured was a US company, with headquarters in 
Pennsylvania, and Lexington had reinsured its liability through the London market, so the 
reinsurance policy was subject to English law and jurisdiction. Whilst there was no law and 
jurisdiction clause in the underlying policy, there was a service of suit clause which referred 
to US law. The insured brought a claim against Lexington and other insurers in the US, 
seeking a declaration that they were covered under their various insurance policies for the 
costs of cleaning up their polluted manufacturing sites, which were spread throughout the US. 
The US Courts applied Pennsylvanian law in deciding that Lexington was liable to indemnify 
the insured for losses caused by damage in existence during the policy, not only for losses 
caused by damage sustained during the three year policy period. This meant that insurers 
were also liable for losses resulting from damage occurring before, and occasionally even 
after, the policy period. Lexington subsequently settled, then sought an indemnity from its 
reinsurers. 

Reinsurers argued they were not liable. The reinsurance policy was subject to English law 
and jurisdiction and the English law interpretation of the policy would not have been so broad 
as to include losses caused by damage occurring outside the policy period. Lexington argued 
that reinsurers knew that any claims would be brought under US law, and a difference in 


5 [2009] UKHL 40 
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governing law should not lead to an alternative result, and in any event, the reinsurance 
policy included a full reinsurance clause. 

The Court confirmed that a reinsurance contract was a separate contract containing its own 
independent tenns which required satisfying before insurers could claim indemnity under it. 
Therefore, an insurer seeking indemnity under a reinsurance contract was required to 
establish (a) its own liability under the insurance, and (b) its entitlement to an indemnity 
under the reinsurance. The presence of a follow settlements or a full reinsurance clause made 
the first requirement easier, provided the test laid down in Insurance Company of Africa v 
Scor was satisfied: that the claim falls within the risk covered by the policy of reinsurance 
and that insurers acted honestly and took all proper and business-like steps in making the 
settlement. However, insurers still had to demonstrate their entitlement to an indemnity 
under the reinsurance terms. 

If the terms of the insurance (and therefore those of the reinsurance by virtue of 
incorporation) were interpreted in accordance with English law principles, the only property 
damage which the reinsurance covered was property damage occurring during the three year 
reinsurance period. It was not feasible under English law to construe the insurance contract 
as a contract to indemnify the assured, Alcoa, in respect of all contamination/damage in 
existence during the policy period. This would result in a completely unpredictable exposure 
which would have been the same exposure whether the policy had been a one year policy or 
the three year policy that it actually was, and reinsurers would have incurred the liability as 
soon as they scratched the slip and most likely exhausted the retention and the policy limits at 
the outset, whether reinsurers knew it or not. This could not be the correct approach under 
English law. 

Ultimately, the parties to the insurance contract in 1977 could not have predicted that 
Pennsylvania law would apply to the original policy, nor that such law would have construed 
the meaning of the period clause in such a manner. This type of uncertainty was, in the view 
of the House of Lords, fundamentally different from accepting that the law of a particular 
jurisdiction may change in the intervening period. Reinsurers should have been able to 
ascertain the legal position under the original insurance contract. 

Whilst at first glance this appears to heavily favour reinsurers, it seems that the Court was 
persuaded to at least some extent by the fact that the reinsurers could not have known what 
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law applied to the original insurance, because it was not stated expressly in the contract but 
rather was applied because the US Judge was looking at a large number of contracts 
involving some 70 insurers throughout the US and elsewhere. Therefore, reinsurers could not 
have known when they wrote the reinsurance how a court would interpret the 
original insurance. 

Consequently, it is certainly arguable that this case turns on its facts, rather than setting a firm 
precedent for future disputes of this nature. It is to be expected that in future cases the 
question whether reinsurers could and should have known the governing law of the 
underlying contract will be significant in determining interpretation. 

Arbitration Clauses 

The Court's view of the Arbitrators’ decision in the case above as one not to be questioned 
unless the reasoning was unclear provides a useful indication of the effect of arbitration on 
reinsurance law generally. The fact is, arbitration clauses are becoming increasingly common 
in both marine and non-marine reinsurance contracts. The below is an example of the London 
Court of International Arbitration’s model arbitration clause which, it must be said, is less 
ambiguous than many arbitration clauses which appear in reinsurance contract today: 

“Any dispute arising out of or in connection with this contract, including any 
question regarding its existence, validity or termination, shall be referred to and 
finally resolved by arbitration under the LCIA Rules, which Rules are deemed to be 
incorporated by reference into this clause. 

The number of arbitrators shall be [one/three]. 

The seat, or legal place, of arbitration shall be London. 

The language to be used in the arbitral proceedings shall be English. 

The governing law of the contract shall be the substantive law of England and 
Wales. ” 

Even where there is no arbitration clause, reinsureds and reinsurers often choose arbitration 
as a means of settling a potential dispute, and the process of Arbitration is codified in the 
Arbitration Act 1996. This is due to a number of reasons, including the confidentiality of 
arbitration proceedings and the relative expertise of an arbitration panel compared to a Judge 
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who may not be familiar with reinsurance law or practice. The Courts recognise the 
commercial benefit in industry professionals determining complex reinsurance disputes and 
are reluctant to intervene in their decision making unless there has been a clear error in law. 

However, this also means that there has been relatively little development in reinsurance law 
comparative with other areas of law over the last 15 years. Consequently, it is likely that any 
significant changes in reinsurance law will come about as a result of legislation. For 
example, the Law Commission has already produced a draft Bill which will change the 
position on non-disclosure and require insurers to request infonnation from insureds, rather 
than requiring potential insureds to volunteer the information. If passed, this legislation will 
only apply to contracts between consumers, that is, individuals, and insurers. However, 
further legislative change is likely in the UK, especially given the increasing impact of 
European Legislation, as shown by the Solvency II Directive. 

The Directive, which must be implemented into English national law by the end of 2012, 
imposes more stringent capital requirements and risk management standards on all insurance 
and reinsurance firms with gross premium income exceeding €5m. I don’t propose to address 
the anticipated impact of Solvency II on the reinsurance market here, other than to say that 
we are likely to see increased dialogue between insurer/insured and reinsurer as insurers look 
to use reinsurance in a more focused way as a result of their changing approach to risk 
management. 

Current trends 

So, what can we draw from these decisions when it comes to doing business in the London 
reinsurance market or litigating coverage issues in the UK courts. The current trend has the 
Courts appearing to favour reinsureds, largely due to a more commercial approach to 
coverage disputes and decreasing patience with technical arguments overly dependent on a 
restrictive construction of policy wording. However, the English legal system is, ultimately, 
a fair system, and one which recognises the specialist nature of reinsurance disputes and the 
importance of commercial, as well as legal, considerations when resolving disputes. 

As regards the insurance and reinsurance markets generally, it seems to be perfonning well, 

benefitting both reinsurers and reinsureds. As we see globalisation taking hold, the London 

market has been responding with new business models and new insurance products, as 
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touched upon above in relation to the Solvency II Directive. This, together with the 
combination of underwriting, claims, broking and other related skills in the London market 
means that London is still the best place to conduct specialist insurance and reinsurance 
business, and the English legal system the best forum to resolve disputes arising out of that 
business. 

We have recently seen an increase in regulation of both the insurance and reinsurance market, 
with more to come. This, combined with the English Courts’ noticeably tougher stance 
towards reinsurers, should see reinsurers striving for more comprehensible and consistent 
operating procedures. In terms of the market itself, this could mean we see fewer extremes of 
hardening and softening in the future. As regards legal trends in the market, a better and 
more reliable service should result in the timelier settlement of claims, meaning fewer 
unnecessary disputes over the coming years. 

Thank you. 
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Theme: Alternative Reinsurance Products 


> This presentation will deal with: 

•S Financial Reinsurance 

•f Alternative Risk Transfer 

•S Latest developments 

> The tenns Financial Reinurance and Alternative Risk Transfer are 
widely talked about amongst Reinsureds, Reinsurers and Brokers 
but in depth knowledge is „reserved“ to specialists who developed 
knowhow to engineer an alternative reinsurance product suitable 
to find support in the financial sector. 

> Risks covered are typically: 

- Florida hurricances 

- Wind and hail in Germany 

- US Mid-West/South Earthquakes 

- Japanese Earthquakes 

- Earthquake in Tokyo area 

- Performance of the Company 

> The costs of Alternative Reinsurance Products 

• Although the so-called securisations are generally more costly than 
traditional reinsurance the number and total volume of transactions 
increased. 

• Transactions are timeconsuming and generally administrative 
intensive with the structuring and marketing taking normally 
several months as the information package delivered to the 
investors is runing anything from 100 to 150 pages. 

• But, as the number of securisation increased, the above- 
mentioned factors became less important as, at both ends of 

the transactions, the specialised teams developed their skills and general 
knowhow to handle the demand. 


> Post financial crisis developments 
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• After the financial crisis vanished, the financial markets are now again 
acitively providing capital to back Insurance Linked 
Securities(ILS) as alternative investment vehicles. 

• The number of CAT Bonds concluded increased in number and volume 
from 2009 after the 2008 lull. 

• Solvency Requirements such as Solvency II requirements in the European 
Community are expected to boost the development of Alternative 
Reinsurance Products addressing the possible shortfall of capital resulting 
from the application of the regulations. 

• The European Community is pushing for the implementatipon for the 
capital adequacy standards for insurers by 2012. 


> Financial Reinsurance providing additional capacity 

CAT Bonds linked to exceptional loss activities being purchased 
by Reinsureds and Reinsurers to tap the financial markets are 
nowadays part of investors 1 portfolios considered to be a 
welcome diversification. 

The CAT Bonds are usually based on 

- Indemnity 

- Industry Loss(in Europe on Modelled Loss) and 

- Pannetric tiggers. 

E.g. Munich Re issued a first CAT Bond with a value of 
EUR 50,000,000 in June 2009 for risks outside the United 
States of America. 


> Capital Markets - A secure source of capacity ? 

• The steady development and stream of catastrophe bonds being placed in 
capital market is underpinning the fact that the capital 

market is now an established source of capacity for covering 
disaster risks. 

• The types of products developed into all kinds of securisations to hedge 
various loss scenarios also at the level of Balance Sheets. 
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> PERILS AG 


In Europe a new company (PERILS AG) has been established 

registered in Switzerland. The Company is developing an Industry 

Exposure & Loss Database for Windstonn. This will enable „PERILS“ to provide 

independent Industry Loss Index Servcies which were not availalbe up to recently. 

So far, database for 9 European countries is ready. 

> Conclusions: 

The financial crisis did not deter the capital markets to invest in 

- Sidecars 

- Special Purpose Vehicles 

- Catastrophe Bonds and 

- Insurance Linked Securities. 

Tapping reinsurance capacity in the non-traditional reinsurance 
markets is going to develop whereby a hard reinsurance market 
cycle will rather encourage the Reinsureds and Reinsurers to tap 
the financial market due to the price-advantage of the trditional 
reinsurance will not be available. 


> Thank you for your attention 

> I hope this short paper has given you an insight into 

the world of Alternative Reinsurance Products. 
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